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PREFAC E 


SECOND      VOLUME 


The  first  volume  of  this  Work  was  scarcely  out  of 
the  press,  when  the  crisis  which  every  one  conver- 
sant with  monetary  matters  knew  to  be  impending, 
burst  with  the  suddenness  and  the  fury  of  a  tornado, 
producing  a  series  of  Banking  catastrophes  greater 
than  had  ever  before  happened  in  the  City  of  London. 

All  the  circumstances  attending  it,  however,  and 
the  course  which  the  Government  found  necessary  to 
pursue — for  the  third  time  to  authorise  a  suspension 
of  the  Bank  Act  of  1844 — have  amply  confirmed  the 
soundness  and  the  truth  of  the  doctrines  set  forth  in 
this  Work. 

The  Author  may,  perhaps,  be  permitted  to  direct 
attention  to  Chapters  XL  and  XII.  of  this  Volume, 
as  having  an  especial  interest  at  the  present  time. 

In  Chapter  XT.  several  Theories  of  Currency  of 
great  historical  importance  are  investigated,  particu- 
larly that  of  John  Law.  It  is  shown  that  it  is  in 
direct  violation  of  the  fundamental  conception  which 
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is  the  true  basis  of  monetary  science.  Several  ex- 
amples are  given  of  the  catastrophes  which  have 
always  happened  when  this  theory  has  been  reduced 
into  practice. 

In  Chapter  XII.  the  organisation  of  the  Bank  of 
England  is  minutely  explained,  and  it  is  shown  to  be 
partially  based  upon  Law's  theory  of  Paper  Money. 
The  singular  error  of  those  who  think  that  the  Bank 
Act  of  1844  actually  carries  out  the  Currency  Principle 
is  pointed  out.  The  differences  in  the  organisation  of 
those  Banks  really  formed  on  the  Currency  Principle 
and  the  Bank  of  England  are  set  forth.  The  funda- 
mental  differences  of  principle  between  the  Bullion 
Report  of  1810,  the  framers  of  the  Act  of  1819,  and 
the  framers  of  the  Act  of  1844  are  distinctly  ex- 
plained; and  the  causes  shown  why  the  Act  of  1844 
always  has  failed,  and  always  will  necessarily  fail  in  a 
great  Commercial  Crisis. 

The  Author  has  the  greatest  "satisfaction  in  showing 
that  the  great  doctrine  established  in  the  first  edition 
of  this  Work  in  1856,  that  the  only  true  method  of 
controlling  the  Paper  Currency,  or  Credit,  is  by 
means  of  the  Rate  of  Discount,  was  admitted  by 
Mr.  Norman,  one  of  the  most  ardent  and  influential 
supporters  of  the  Currency  Principle  and  the  Bank 
Act,  before  the  Parliamentary  Committee  of  1857,  to 
be  perfectly  effectual  and  sufficient.  It  has  also  been 
acknowledged  to  be  the  true  method  by  all  the  most 
competent  authorities,  and  is  now  universally  adopted 
in  the  practice  of  Europe. 
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The  Author  has  pointed  out  that  the  great  and 
inestimable  service  that  the  Bank  Act  has  done  is 
to  demonstrate  the  truth  of  this  principle  to  the 
Directors  of  the  Bank,  and  in  fact  to  compel  their 
adoption  of  it.  All  the  great  objects  sought  to  be 
obtained  by  that  Act  are  perfectly  and  effectually 
secured  by  the  method  pointed  out  in  this  Work, 
and  this  is  the  principle  upon  which  the  Bank  has 
been  managed  ever  since  the  great  crisis  of  1857, 
and  even  before  that. 

It  was  lono-  ago  observed  that  Commercial  Crises 
seem  to  have  a  periodicity  of  about  ten  years.  The 
experience  of  1847,  1857,  and  1866  has  shown  that 
whatever  benefits  the  Bank  Act  has  produced,  it  is 
wholly  incapable — contrary  to  the  expressed  anticipa- 
tion of  Sir  Robert  Peel — of  preventing  the  recurrence 
or  the  severity  of  these  catastrophes. 

The  uniform  failure  of  the  Act  in  every  great  crisis, 
in  exact  conformity  with  the  predictions  and  the 
solemn  warnings  of  all  the  great  banking  authorities 
of  former  times — the  sanction  given  by  the  Govern- 
ment, now  repeated  for  the  third  time,  to  act  in  direct 
contravention  of  the  express  provisions  of  an  Act  of 
Parliament — the  now  well-known  consequences  which 
would  inevitably  follow  from  a  maintenance  of  the 
Act  during  one  of  these  crises,  which  are  so  dreadful 
that  no  Ministry  would  dare  not  to  suspend  it — must 
necessarily,  in  tins  constitutional  country,  lead  to  a 
thorough  inquiry,  either  Parliamentary  or  otherwise, 
into  the  principles  upon  which  the  monetary  system  of 
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this  country  is  based.  It  will  then  be  capable  of  being 
demonstrated  with  the  greatest  facility  that  the  Bank 
Act  has  done  all  the  good  that  it  can  do;  that  the 
Directors  of  the  Bank  now  perfectly  understand,  and 
have  for  many  years  now  conducted  the  Bank  with 
the  greatest  success  on  sound  principles ;  and  that  the 
Act  itself  having  performed  this  service  has  done  its 
work ;  and  its  operation  at  other  most  important  times 
being  proved  to  be  injurious,  it  may  now  be  safely 
and  advantageously  repealed — so  far,  at  least,  as 
regards  the  limitation  of  the  power  of  issue  by  the 
Bank  of  England. 

Campden  Hill, 
June  20th,  1866. 
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FROM  THE  RENEWAL  OF  THE  BANK  CHARTER  IN 
1800  TO  THE  ACT  FOR  THE  RESUMPTION  OF  CASH 
PAYMENTS  IN  1819. 

Great  Derangement  of  the  Irish  Currency  in  1804 — 
Parliamentary  Investigation  into  it,  and  Report  of 
the  Committee — Speculations  in  England  in  1808,  and 
following  Years — Great  Derangement  of  the  English 
Currency — Appointment  of  the  Bullion  Committee  in 
1810 — Analysis  of  the  Bullion  Report — Debates  in 
the  House  of  Commons  in  1811,  and  Condemnation  of 
the  Principles  of  the  Report — Great  Change  in  Com- 
mercial Opinion  upon  the  Subject — Adoption  of  the 
Principles  of  the  Bullion  Report  in  1819,  and  Act 
for  the  Resumption  of  Cash  Payments. 

1.  Soon  after  the  year  1800,  a  remarkable  phenomenon  began 
to  attract  the  notice  of  persons  who  had  paid  attention  to  the 
currency.  We  have  jnst  seen  how  lamentably  deficient  t  lie 
harvest  of  1799  had  been,  and  the  enormous  quantities  of  grain 
it  became  necessary  to  purchase.  The  autumn  of  1799,  and  the 
ensuing  winter,  were  equally  unfavorable  as  the  preceding  had 
been  to  all  descriptions  of  farming  operations.  The  spring  of 
1800  was  exceedingly  wet,  and  in  the  middle  of  the  harvest 
heavy  and  continuous  rains  set  in.  In  consequence,  the  harvest 
lime  was  even  more  calamitous  than  the  preceding  one.  In  the 
north  part  of  the  island,  the  crops  were  a  total  failure.  Not- 
withstanding    that     the    unprecedented    quantity    of    1,242,507 
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quarters  of  wheat  were  imported,  prices  continued  to  rise  to  a 
famine  scale.  The  public  peace  was  with  difficulty  preserved, 
and  in  November,  when  Parliament  met,  the  country  was  in  a 
very  alarming  condition.  Parliament  pursued  the  usual  course, 
recommended  the  most  stringent  economy  in  the  consumption 
of  provisions,  and  offered  to  guarantee  100s.  a  quarter  to  all 
who  imported  wheat.  In  spite  of  all  these  measures,  wheat 
rose  in  March,  1801,  to  156s.,  barley  to  90s.,  and  oats  to  47s. 
In  the  autumn  of  1*799,  failures  of  great  magnitude  took  place 
in  Hamburg  ;  82  houses  came  down  with  liabilities  amounting 
to  £2,500,000.  In  consequence  of  these,  discount  rose  to  15  per 
cent.  Under  the  influence  of  the  enormous  sums  of  money  that 
had  to  be  sent  abroad  in  purchase  of  gram,  the  attraction  of  this 
high  rate  of  discount,  and  other  causes,  the  exchange  on  Ham- 
burg, which  had  stood  so  high  for  some  years,  fell  in  January, 
1801,  to  29-8.,  being  upwards  of  14  per  cent,  against  England. 

2.  We  have  already  seen  that,  in  the  great  monetary  crisis  of 
1696-97,  it  was  universally  acknowledged  by  Parliament  and  the 
most  eminent  merchants,  that  it  was  the  bad  state  of  the  coin- 
age which  produced  the  great  rise  in  the  market  price  of  bullion, 
and  the  heavy  fall  in  the  foreign  exchanges ;  and  we  have  seen 
that  the  restoration  of  the  coinage  immediately  rectified  the 
exchange.  At  that  time  bank  notes  were  not  a  legal  tender, 
and  the  language  invariably  applied  to  them,  when  their  current 
value  differed  from  their  nominal  value,  was  that  they  were  at  a 
discount.  When  the  men  of  that  day  saw  that  the  bank  notes 
were  a  promise  to  pay  so  many  "  pounds "  on  demand,  and 
when  they  saw  that  the  persons  who  issued  them  were  unable 
to  pay  that  number  of  pounds,  and  that  no  one  Avould  give  that 
number  of  pounds  for  them,  they  never  used  any  other  expres- 
sion regarding  these  facts,  than  that  the  notes  were  at  a  discount. 
There  is  no  trace  of  any  one  having  thought  of  saying  that  it 
was  the  notes  that  denoted  the  pound  sterling,  and  that  bullion 
had  risen.  When  the  reform  of  the  coinage  took  place,  and  the 
exchanges  were  simultaneously  rectified,  it  was  said  that  the 
reform  of  the  coinage  caused  the  restoration  of  the  exchange, 
and  numerous  merchants  had  written  pamphlets  to  combat  a 
delusion  which  was  rather  prevalent  among  some  persons,  that 
bullion  as  a  commodity  could  have  a  different  value  to  bullion  as 
coin,  except  on  account  of  the  depreciation  of  the  coinage. 

3.  Adam  Smith  had  laid  it  down  as  a  principle,  that  any 
permanent  difference  between  the  market  and  the  Mint  price  of 
bullion  must  be  necessarily  caused  by  the  condition  of  the  coinage 
itself;  and  Hume  had  observed  that  the  exchange  never  could 
vary  but  little  beyond  the  cost  of  the  transmission  of  specie. 
All  these   fundamental   truths,  which  are  as  pure   matters   of 
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demonstration  as  any  proposition  in  Euclid,  had  been  discovered 
and  established  long  before  the  period  we  are  now  speaking  of. 

4.  Such  were  the  truths  established,  when  a  metallic  currency- 
was  the  only  one  thought  of,  hi  estimating  value.  But  at  this 
time  a  new  principle  was  introduced — there  was  what  was  sub- 
stantially an  inconvertible  paper  currency.  At  this  period  most 
men's  ideas  were  transferred  from  the  metallic  currency  to  the 
paper  currency.  Ever  since  the  issue  of  the  £1  notes,  people 
thought  of  them,  when  they  spoke  of  prices,  as  being  so  many 
pounds.  When  the  suspension  of  cash  payments  first  took  place 
there  was  a  general  expectation  that  the  Bank  notes  would  be 
depreciated,  but  the  general  resolution  of  bankers  and  mer- 
chants to  support  the  credit  of  the  Bank,  the  determination 
of  the  Government  to  receive  Bank  notes  in  payment  of  taxes 
at  their  par  value,  and  the  great  caution  exercised  by  the 
directors  during  the  first  few  years  after  the  restriction,  had 
removed  all  these  apprehensions,  and  for  some  years  Bank  notes 
circulated  at  par. 

5.  At  this  time,  however,  phenomena  occurred  which  directed 
the  attention  of  many  persons  to  the  state  of  the  paper  currency. 
The  market  price  of  standard  gold  up  to  September,  1799,  had 
continued  at  £3  17s.  6d.  per  ounce,  and  the  price  of  foreign  gold 
in  coin  had  been  somewhal  higher,  on  account  of  its  greater  use 
as  coin  than  as  bullion.  But  in  June,  1800,  the  price  of  foreign 
gold  experienced  a  sudden  and  extraordinary  rise;  it  rose  to 
£4  5s.  per  ounce;  silver  rose  to  5/7  per  ounce;  and  the  foreign 
exchanges  fell  below  par.  In  January,  1801,  gold  and  silver  had 
each  risen  1  s.  per  ounce,  and  the  exchange  at  Hamburg  was  at 
29s.  8d.,  being  a  depression  of  14  per  cent,  below  par.  But  the 
expense  of  transmitting  specie  to  Hamburg  was  estimated  not 
to  exceed  7  per  cent.,  and,  consequently,  there  remained  a  differ- 
ence of  7  per  cent,  to  be  accounted  for. 

6.  It  was  at  this  time  that  the  great  and  palpable  (ruth  was 
discovered,  that  if  a  deterioration  of  the  coinage  produced  a 
rise  of  the  market  price  of  bullion  above  the  Mint  price,  and  a 
fall  in  the  foreign  exchanges  under  a  metallic  currency, then  that 
the  opposite  proposition  was  also  necessarily  true.  That  under 
a  paper  currency  which  was  only  the  representative  of  a  metallic 
currency,  if  the  market  price  of  bullion  (i.  e.,  the  paper  price) 
exceeded  the  Mint  price,  and  the  foreign  exchanges  fell  beyond 
the  cost  of  the  transmission  of  specie,  that  excess  could  only 
arise  from  the  depreciation  of  the  representative  of  the  metallic 
currency,  and,  therefore,  that  when  these  circumstances  occurred 
THEY  INFALLIBLY  INDICATED  THAT  THE  PAPEB  CURRENCY  WAS 
DKI'RKCIATED. 
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7.  We  are  not  certain  to  whom  the  merit  of  the  discovery  of 
this  greal  and  important  truth  is  due.  If  he  had  uot  the  actual 
merit  of  discovering  it,  Mr.  Walter  Boyd  was  certainly  one  of 
the  first  to  proclaim  it,  and  call  public  attention  to  it.  It  was 
enforced  with  mnch  greater  ability  and  clearness  by  Lord  King, 
and  with  not  so  much  distinctness  by  Mr.  Henry  Thornton,  in  his 
[nquiry  into  the  Effects  of  Paper  Credit.  To  these  three  writers, 
however,  as  far  as  we  have  been  able  to  ascertain,  the  merit  is  due 
of  establishing  this  principle,  which  is  as  important  in  the  subject 
of  currency  as  the  Newtonian  law  of  gravity  is  in  astronomy. 

8.  The  preliminaries  of  peace  with  France  were  signed  Oc- 
tober, 1801,  at  London,  and  the  definitive  treaty  at  Amiens,  on 
the  27th  March,  1802.  The  restriction  on  cash  payments  ex- 
pired of  itself  six  months  after  that  event;  but,  though  the  Bank 
declared  that  its  coffers  were  well  supplied  with  specie,  and  that 
it  was  anxious  and  ready  to  resume  payments  in  cash,  the 
Chancellor  of  the  Exchequer,  Mr.  Addington,  brought  in  a  bill 
on  the  9th  April,  1802,  to  continue  the  restriction  till  the  1st  of 
March,  1803,  which  was  passed.  The  arguments  alleged  in 
favour  of  this  measure,  shew  a  wonderful  decline  in  financial 
knowledge  in  the  Government  of  1802  compared  to  1696.  At 
the  latter  period,  the  great  reason  alleged  for  the  reformation  of 
the  coinage,  was  the  adverse  condition  of  foreign  exchanges,  and 
the  rise  of  the  market  above  the  Mint  price,  caused  by  the  depre- 
ciation of  the  currency.  Notwithstanding  the  vehement 
opposition  of  the  enemies  of  the  Government,  we  have  seen  the 
triumphant  success  of  the  re-coinage,  which  restored  the  public 
credit  and  the  exchange.  The  sagacity  of  a  Montague  would  at 
once  have  seen  that  the  adverse  state  of  the  exchange,  and  the 
high  price  of  bullion,  were  entirely  owing  to  the  dejjreciated 
state  of  the  currency,  and  that  the  only  method  of  restoring  them 
to  par  was  the  immediate  resumption  of  cash  payments.  So 
great,  however,  was  the  ignorance  upon  the  subject,  that  the  fact 
of  the  exchange  being  adverse,  was  the  very  reason  alleged  why 
cash  payments  should  not  be  resumed  !  Sir  R.  Peel  said  the 
course  of  exchange  was,  at  this  moment,  against  us  all  over 
Europe.     Mr.  Addington,  in  bringing  in  the  bill,  said  : — 

"  It  cannot  be  necessary  for  me  to  inform  the  House  that  the 
rate  of  exchange  between  this  country  and  foreign  parts  is  disad- 
vantageous to  ourselves — that  the  export  trade  has  been  for 
some  months  at  a  stand,  that  while  the  rate  of  exchange  is  disad- 
vantageous to  us,  an  augmentation  of  the  circulating  cash  would 
create  a  trade  highly  injurious  to  the  commerce  of  this  country. 
For  several  months  past,  there  has  been  a  trade  carrying  on  for 
purchase  of  guineas  with  a  vieic  to  exportation.  It  is  on  these 
grounds  that  I  submit  to  the  House  the  expediency  of  continuing 
the  restriction  with  regard  to  the  cash  payments  of  the  Bank." 
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Why,  these  were  the  very  reasons  why  a  return  to  cash  pay- 
ments should  have  been  made  without  delay  !  The  reason  why 
the  trade  of  buying  up  guineas  was  going  on  was  just  because 
of  the  redundant  quantity  of  paper  ;  the  paper  "  promises  to  pay  " 
were  falling  in  value  as  compared  to  the  guineas,  and,  as  a  neces- 
sary consequence,  guineas  were  exported,  and,  so  far  from  a 
return  to  cash  payments  augmenting  the  circulating  medium,  it 
would  infallibly  have  considerably  diminished  it  by  making  the 
Bank  reduce  its  paper  issues.  It  was  because  the  prices  of  articles 
were  so  high  in  this  country  that  the  export  trade  was  unprofitable, 
and  a  reduction  of  the  Bank  notes  would  infallibly  have  compelled 
such  a  reduction  in  prices  as  would  have  facilitated  the  export. 

0.  The  result  of  this  extraordinary  amount  of  financial  error 
could  have  been  easily  predicted.  The  circumstances  of  the 
country  did  not  improve,  as  the  Ministry  had  taken  the  most 
effectual  measures  to  prevent  them  doing  so.  In  February,  1803, 
Mr.  Addington  had  to  come  forward  again  to  prolong  the  re- 
striction. He  said  that  the  reasons  which  suggested  it  were  too 
strong,  and  the  necessity  too  urgent,  to  be  resisted.  The  re- 
striction was  continued  last  Session,  because  the  exchanges  were 
adverse — the  exchange  at  Hamburg  was  then  at  par — that  with 
Amsterdam  adverse.  Upon  these  grounds,  he  said,  it  was 
expedient  to  continue  the  restriction,  until  the  progressive  ad- 
vance of  our  commerce  would  jiroduce  such  a  steady  inclination 
of  the  exchange  in  our  favour,  as  to  render  it  safe  to  resume,  cash 
payments.  That  the  scarcity  of  the  last  three  years  had  made 
it  necessary  to  export  twenty  millions  of  bullion  in  payment  of 
corn,  and  until  that  came  back,  cash  payments  could  not  be 
resumed.  Mr.  Fox  said  that  such  a  mode  of  arguing  went  to 
establish  it  as  a  general  axiom,  that,  whenever  the  exchanges 
were  adverse,  cash  payments  of  the  Bank  ought  to  be  suspended ; 
and  then  he  touched  the  right  point.  "Perhaps,  even,  it  might 
happen  that  the  unfavourable  turn  of  the  exchange  against  this 
country  might  be  owing  to  the  very  restriction  on  the  Bankr 
And  he  said  : — 

"In  1772,  or  177-3,  when  there  was  a  great  quantity  of  bad 
money  in  the  country,  the  course  of  exchange  was  then  also 
much  against  us,  but  when,  in  the  room  of  this  adulterated 
money,  good  gold  was  substituted,  the  consequence  was  that  the 
exchanges  turned  almost  immediately  in  our  favour.  As  long  as 
our  currency  continued  bad,  the  exchange  was  against  us,  so  it 
is  now,  In  <;///.-«■  paper  is  not  much  better  thorn  bad  g<>l<I ;  as  it  is 
attended  with  the  same  inconveniences.  May  it  not,  therefore, 
be  expected  that,  as  in  the  former  case,  when  our  currency  was 
ameliorated,  the  course  of  exchange  turned  in  our  favour,  so  also 
if  the  Bank  now  resumed  its  cash  payments,  the  same  favour- 
able circumstances  might  attend  the  change?" 
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The  trace  of  truth  thus  hit  upon  was  not  followed  up ;  and, 
while  the  directors  of  the  Bank  alleged  that  they  were  perfectly 
ahlc  to  resume  cash  payments,  the  Ministry  enforced  a  continued 
restriction  upon  them,  for  political  reasons,  until  six  weeks  after 
the  beginning  of  the  next  Session  of  Parliament.  In  the  Lords, 
Lord  Pelham  said  that  the  idea  of  renewing  the  restriction  at 
the  present  moment  originated  solely  with  the  Government,  who 
had  had  no  communication  with  the  Bank  on  the  matter.  The 
greal  truth  doubtingly  hinted  at  by  Mr.  Fox,  was  much  more 
strongly  and  fully  stated  by  Lord  King  and  Lord  Moira  in  the 
House  of  Lords.  The  Ministry  complained  that  the  importation 
of  bullion  was  hanging  fire;  was  it  not  plain  that  the  reason 
was  that  its  value  in  this  country  was  depreciated  by  the 
plethora  of  paper?  and  the  true  way  to  attract  it  was  by 
diminishing  the  quantity  of  the  paper,  and  so  raising  the  value 
of  the  gold.     The  bill  was  carried  without  a  division. 

10.  If  the  resumption  of  cash  payments  was  unadvisable 
under  the  preceding  circumstances,  the  untimely  end  of  the 
short  and  feverish  peace  in  1803  rendered  it  still  more  im- 
practicable, and,  immediately  upon  the  opening  of  the  Session,  a 
bill  was  brought  in  to  continue  the  suspension.  We  find  it 
stated  that  the  hoarding  of  guineas  had  been  going  on  to  such 
an  extent,  that  it  was  with  the  utmost  difficulty  that  they  could 
be  procured  for  the  common  purposes  of  life.  The  Chancellor 
of  the  Exchequer  talked  of  the  baseness  of  such  a  practice, 
which  was  inconsistent  with  public  spirit,  and  the  duty  of  a  good 
citizen.  Precisely  the  same  language  had  been  held  by  the 
revolutionary  leaders  in  the  tribune  of  the  French  Convention 
regarding  assignats.  The  debate  in  the  Lords  produced  some 
excellent  speeches.  Lord  Grenville,  who  had  been  of  the  Cabinet 
who  proposed  the  suspension  originally,  now  gave  very  evident 
signs  that  his  opinion  wras  very  much  altered,  and  severely 
censured  the  attacks  of  the  Chancellor  of  the  Exchequer  upon 
those  who  preferred  to  keep  their  guineas  at  home.  Lord  King 
now  gave  the  clearest  enunciation  to  the  principles  of  a  paper 
currency,  which  had  before  been  rather  feebly  hinted  at.  He 
said : — 

"  The  natural  and  only  true  limit  of  every  paper  currency  was 
the  power  of  compelling  payment  in  specie,  at  the  will  of  the 
holder.  A  paper  currency,  not  convertible  into  specie,  had  no 
rule  or  standard  except  the  discretion  of  the  persons  by  whom 
it  was  issued.  To  determine  the  quantity  of  currency  necessary 
for  circulation  was  in  all  cases  a  difficult  and  delicate  problem. 
A  very  strict  attention  to  the  price  of  bullion,  and  the  state  of 
the  foreign  exchanges,  teas  alone  capable  of  affording  a  just 
criterion  by  which  the  quantity  could  be  truly  ascertained. 
Without  a  perpetual   reference  to  these  tests  it  was  impossible 
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to  maintain  the  full  value  of  the  currency.  That  the  Bank 
directors  had  failed  in  the  performance  of  this  duty  was  evident, 
from  the  enormous  increase  in  the  quantity  of  their  notes,  and 
the  great  derangements  which  had  taken  place  in  the  price  of 
silver  and  the  foreign  exchanges  since  the  period  of  the 
restriction.  He  said  that  the  excessive  quantity  of  Bank  notes, 
by  raising  the  market  price  of  silver  above  the  Mint  price,  was 
one  of  the  causes  of  the  present  scarcity  of  the  silver  coin." 

11.  The  Act  which  restrained  the  Bank  of  England  from 
paying  in  specie,  also  enacted  that  country  bankers  should  be 
liable  to  discharge  their  notes  in  Bank  of  England  paper.  Hence 
the  very  same  rules  applied  to  the  issue  of  the  country  banks, 
where  paper  was  convertible  into  Bank  of  England  notes,  as 
formerly  applied  to  the  Bank  paper  when  convertible  into  specie; 
and  the  country  Bank  paper  was  based  upon  Bank  of  England 
paper,  just  in  the  same  way  as  the  latter  had  been  based  upon 
specie.  So  the  Directors  of  the  Bank  not  only  controlled  their 
own  issues,  but  those  of  every  other  Bank,  in  the  country,  and 
any  excess  of  paper  issued  by  them  was  immediately  multiplied 
and  propagated  throughout  the  kingdom. 

12.  The  facilities  of  communication  with  the  metropolis, 
even  in  that  age  which  we  are  now  accustomed  to  consider  as 
slow,  as  compared  with  our  own,  were  sufficient  to  prevent  the 
depreciation  of  a  local  currency  in  Great  Britain,  at  least  since 
1765,  when  the  Scotch  notes  were  depreciated,  on  account  of 
certain  conditions  they  contained  impeding  their  payment  in 
gold  on  demand.  But  Ireland,  from  the  distance  of  the  sea 
passage,  and  the  difficulty  of  access,  might  be  considered  as  a 
foreign  country,  which  resemblance  was  further  promoted  by  its 
having  a  currency  of  its  own,  distinct  from  that  of  Great  Britain. 
The  Irish  shilling  in  those  days  contained  13  pence,  and  as  the 
pound,  both  English  and  Irish,  was  240  pence,  a  slight  calcula- 
tion will  shew  that  £100  English=£108  6s.  8d.  Irish.  Hence  the 
par  of  exchange  between  England  and  Ireland  was  called  eight 
and  one-third. 

13.  Although  there  was  no  run  upon  the  Hank  of  Ireland,  and 
the  exchange  with  England  was  favorable,  and  bullion  was 
flowing  in,  the  Bank  of  Ireland  Avas  directed  by  Parliament  to 
suspend  its  payments  in  cash  at  the  same  time  as  the  Bank  of 
England,  and  an  Act  was  passed  by  the  Irish  Parliament  con- 
taining analogous  provisions  to  the  English  Act. 

14.  Ever  since  the  year  1794,  the  exchange  at  Dublin  on 
London  had  been  uniformly  in  favor  of  Dublin,  standing  usually 
about  L'T  10s.    In  the  first  three  months  of  179V,  it  rose  so  high 
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as  £6  14s.  9d.;  in  the  second  three  months  it  rose  to  £6  7s.  2d.; 
and  in  the  third  period  of  three  months,  it  attained  the  very 
great  height  of  £5  18s.  lOd. ;  the  highest  it  stood  at  on  any  day 
being  £5  10s.  From  that  period  it  began  steadily  to  decline,  and 
it  continued  to  fall  progressively  through  each  year,  until  in 
January,  1804,  it  reached  the  extraordinary  depression  of  £18. 
No  guineas  were  to  be  had  for  Bank  of  Ireland  notes,  except  at 
a  premium  of  2s.  4d.  or  2s.  6d.  This  enormous  depression  was 
noticed  by  Lord  Archibald  Hamilton,  on  the  13th  Feb.  1804,  in 
the  debate  on  the  Irish  Bank  Restriction  Bill.  He  stated  thai, 
when  the  restriction  Act  passed,  the  issues  of  the  Bank  of  Ire- 
land were  £600,000,  whereas  now  they  were  £2,700,000.  He 
said  that  between  Dublin  and  Belfast,  though  not  more  than 
100  miles  apart,  there  was  a  difference  in  the  exchange  of  10  per 
cent.,  and  that  in  the  exchange  with  London,  it  was  sometimes  as 
much  as  20  per  cent,  against  Dublin.  That  gold  coin  rose  in 
value  just  in  proportion  as  paper  was  depreciated. 

15.  This  great  disorganization  of  the  monetary  business  be- 
tween the  two  countries,  at  length  excited  the  serious  attention 
of  Parliament,  and,  on  the  motion  of  Mr.  Foster,  a  Committee 
was  appointed  "to  inquire  into  the  cause  of  the  present  high 
rate  of  exchange  between  Great  Britain  and  Ireland,  and  the 
state  of  the  currency  in  the  latter  kingdom."  The  Committee 
consisted  of  Mr.  Foster,  Lord  A.  Hamilton,  Lord  Henry  Petty, 
Lord  Folkestone,  Mr.  Pitt,  Mr.  Fox,  Mr.  Grey,  Mr.  Rose,  Mr. 
Canning,  Sir  W.  Pulteney,  Sir  J.  Newport,  Mr.  J.  C.  Beresford, 
Mr.  Sheridan,  and  Mr.  Brogden. 

16.  The  circumstances  which  gave  rise  to  the  appointment  of 
this  Committee  and  its  report,  are  deserving  of  great  attention, 
as  they  are  the  first  regular  investigation  by  Parliament  into  the 
theory  of  the  paper  currency,  and  they  were  the  antetype  of 
what  aft ei-wards  occurred  in  England,  and  gave  rise  to  the  ap- 
pointment of  the  Bullion  Committee. 

1  7.  The  Bank  of  Ireland  sent  two  of  its  Directors  to  be 
examined  as  witnesses,  Mr.  Colville  and  Mr.  D'Olier.  Mr. 
Colville  stated  that  the  issues  of  the  Bank  notes  at  the  time  of 
the  restriction  were  between  £600,000  and  £700,000,  but  they 
were  now  about  £3,000,000;  and  when  asked  the  motives  for 
such  an  extraordinary  increase,  said  that  the  exchange  became 
extremely  adverse  about  two  years  after  the  restriction,  the 
money  of  the  country  was  carried  out  of  it,  for  the  purpose  of 
paying  the  balances  of  remittances,  and,  consequently,  as  the 
medium  of  gold  decreased,  it  became  necessary  to  supply  Us 
pi, ice  with  paper.  He  said  that,  after  the  restriction,  it  was 
necessary  to  supply  notes  for  the  payments  that  would   have 
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been  made  in  guineas,  and  this  amount  he  placed  at  £1,200,000. 
He  admitted  that  before  the  restriction,  whenever  there  was  a 
drain  of  gold  from  the  Bank,  they  were  in  the  habit  of  diminish- 
ing its  issues  to  strengthen  themselves  against  the  continuance 
of  the  drain.  That  whenever  the  exchange  was  unfavourable, 
the  necessity  for  self-preservation  compelled  them  to  reduce  their 
issues,  and  that  this  limitation  was  for  the  purpose  of  lessening 
the  drain  of  guineas.  But  he  said  that  it  was  generally  thought 
that  the  extension  of  paper  in  Ireland,  was  the  cause  of  the  high 
exchange,  but,  in  his  opinion,  it  was  directly  the  reverse,  inasmuch 
as  far  as  the  circulation  of  paper  has  supplied  the  circulating 
medium,  it  enabled  the  gold  which  before  stood  in  its  place,  to 
be  exported  out  of  the  country,  and  so  far  was  a  clear  and  de- 
cided cause  of  preventing  the  exchange  getting  to  a  higher  pitch  ; 
and  he  said  that  it  must  appear  that  his  opinion  was  that  the 
circulation  of  Bank  paper  in  Ireland  was  in  no  shape  the  cause 
of  the  high  exchange.  He  said  that  he  clearly  and  decidedly 
considered  the  sole  cause  of  the  high  rate  of  exchange  to  be  that 
Ireland  owed  a  great  deal  more  money  than  she  could  pay.  He 
considered  the  true  criterion  of  such  balance  of  debt  to  be  the 
state  of  exchange  between  Dublin  and  London,  and  London  and 
Dublin.  That  when  the  exchange  was  considerably  above 
par,  it  was  said  to  be  against  Ireland,  and  in  that  case  cer- 
tainly at  that  time  Ireland  owes  more  money  than  she  is  able 
to  pay.  Mr.  Colville  repeated  these  opinions  several  times : 
more  often  than  it  is  necessary  to  quote.  When  pressed  with 
the  question  whether  the  rates  of  exchange  might  be  influ- 
enced by  the  value  of  the  medium  in  which  the  balance  of 
debts  was  paid,  as,  for  instance,  if  it  were  paid  in  degraded  or 
adulterated  coin,  he  admitted  that  it  might  be  so  with  respect 
to  coin,  but  he  denied  that  such  views  in  any  way  applied  to 
Bank  of  Ireland  paper.  Mr.  D'Olier  coincided  with  these  views, 
and  attributed  the  state  of  the  exchanges  to  the  same  causes. 
When  asked  whether  it  was  possible,  in  any  case  whatever,  for 
there  to  be  such  an  augmentation  of  inconvertible  Bank  paper 
as  to  diminish  its  value  in  exchange  for  goods,  although  the 
confidence  that  they  might  be  paid  oif  at  some  remote  and 
indefinite  period  might  be  maintained,  he  said  he  thought  it 
possible,  but  not  probable.  He  said:  "  I  have  heard  it  slated 
that  because  gold  is  bought  at  a  premium,  that,  therefore,  Bank 
of  Ireland  notes  are  by  so  much  depreciated,  and  at  an  absolute 
discount  as  to  the  amount  of  that  premium.  That  was  not  the 
proper  way  to  look  at  the  question.  The  circulation  said  to  be 
depreciated  must  first  be  proved  to  have  become  burdensome  t<» 
the  holders,  and  bargains  to  have  been  made  by  unnecessary 
purchasers  to  get  rid  of  that  which  they  found  inconvenient,  or 
were  apprehensive  to  hold.  The  mere  buying  of  gold  at  an 
advanced  price  beyond  that  of  the    Mint,   is   the   effect,  and  not 


10       THEORY  AND  PRACTICE  OF  BANKING. 

the  cause,  of  the  exchange,  and,  therefore,  no  proof  of  the 
depreciation  of  the  paper  itself."  As  both  these  witnesses 
maintained  that  the  exchanges  might  be  depressed  to  any  extent 
by  the  mere  fact  of  debts  being  due  by  the  country,  it  is  much 
to  be  regretted  that  the  Committee  did  not  ask  them  if  it  were 
possible,  in  their  opinion,  for  the  exchange  to  be  depressed 
beyond  the  limit  of  the  expense  of  the  transmission  of  bullion, 
and,  if  so,  how  it  could  be  possible  ? 

18.  The  description  given  by  the  witnesses  of  the  state  of 
the  metallic  currency  was  most  astonishing.  Mr.  D'Olier  had 
some  of  it  weighed.  The  base  currency  took  about  126s.  to  the 
pound  weight;  the  Mint  silver  which  was  in  circulation,  was 
very  scarce  and  very  much  worn,  contained  94s.  6d.  to  the 
pound  weight,  whereas,  when  new  from  the  Mint,  it  contained 
62s.  to  the  pound  weight.  Of  the  base  shillings,  the  best  did 
not  contain  more  than  6d.,  and  the  worst  about  3d.  These  base 
pieces  were  coined  and  sold  privately  to  agents  Avho  had  the 
means  of  circulating  them,  at  28s.  to  35s.  the  guinea.  When 
such  was  the  state  of  the  metallic  currency  in  Dublin,  the 
provinces  in  the  south  were  even  worse  off.  One  witness  stated 
that  the  silver  currency  had  totally  disappeared  from  the 
southern  parts,  that  the  vacuum  was  supplied  by  silver  notes ; 
that  these  silver  notes  had  driven  out  the  whole  of  the  silver 
currency,  and  from  their  increased  amount,  as  well  as  the  in- 
creasing issues  of  private  bankers'  notes  of  every  other  descrip- 
tion, prices  had  risen  greatly.  That  the  bad  currency  had  been 
increasing  most  mischievously  during  the  last  twelve  months, 
that  there  was  still  a  very  good  supply  of  good  silver  in  the 
south  which  was  hoarded  on  account  of  these  silver  notes  :  but 
if  they  were  suppressed,  it  would  come  into  circulation  again. 
He  said  all  sorts  of  traders,  as  well  as  bankers,  issued  notes  for 
3s.  9^-d.  and  6s.,  payable  at  twenty-one  days  after  date.  He 
thought  that  the  increase  of  the  paper  circulation  augmented 
the  state  of  exchange  against  Dublin.  That  the  premium  on 
guineas  was  a  proof  of  the  depreciation  of  the  Bank  notes ;  and 
that  as  the  exchange  rose  the  depreciation  continued.  That  the 
premium  on  guineas  was  then  7  or  8  per  cent.  He  himself  had 
bought  large  quantities  of  guineas  at  a  premium  of  2s.  6d.  each. 
In  the  north  of  Ireland,  however,  all  bills  were  payable  in  gold ; 
they  would  have  nothing  to  do  with  any  paper  currency,  and 
while  the  exchange  on  Dublin  was  16  (V  two-thirds  below  par), 
the  exchange  on  Belfast  was  7  or  8  per  cent,  (one-third  above 
par).  He  ai'gued  that,  since  the  exchange  in  gold  was  favorable 
to  Ireland,  the  real  exchange  must  be  in  her  favor,  and  that  if 
any  considerable  quantity  of  gold  came  into  circulation,  it 
would  at  once  tend  to  diminish  the  premium  on  guineas,  and 
lower   the  rate  of  exchange.     However,  he  thought    that  the 


DERANGEMENT  OF  THE  IRISH  CURRENCY  IN   1804.       11 

high  state  of  the  exchange  was  a  clear  proof  that  the  balance  of 
payments  was  against  Ireland  annually.  While  no  Bank  of 
Ireland  or  private  Bank  notes  could  be  exchanged  for  guineas, 
except  on  paying  a  premium  of  2s.  6d.  each  ;  Bank  of  England 
paper  bore  exactly  the  same  premium  as  guineas,  and  were 
received  in  every  transaction  as  equivalent  to  guineas.  And  yet 
the  directors  of  the  Bank  of  Ireland  maintained  that  their 
notes  were  not  depreciated  ! 

19.  In  the  north  of  Ireland,  where  nothing  but  gold  was 
current,  and  paper  was  tabooed,  the  exchange  at  Belfast  with 
London  had  always  continued  favourable  to  Belfast,  and  even 
while  the  exchange  at  Dublin  was  progressively  sinking,  the 
exchange  at  Belfast  continued  to  rise ;  thus,  the  state  of  the 
exchanges  during  the  years  1803  and  1804,  when  the  Committee 
were  appointed,  was  as  follows  : — 


1803. 

Dublin. 

Belfast. 

rage  of  1st 

quar 

ter 

£11      1      9 

£7   12      6 

2nd 

13      8   11 

8      8      8 

3rd 

15    17      0 

7   12      6 

4th 

15      8      7 

5    12      6 

1804. 

January  21 

th 

18     0     0 

GOO 

There  was,  therefore,  at  that  time,  a  difference  of  1 2  per  cent, 
between  the  exchange  at  Dublin  and  at  Belfast.  Consequently, 
if  the  opinions  of  the  Directors  of  the  Bank  of  Ireland  were 
true,  enormous  payments  were  being  made  from  Dublin  to 
London,  and  a  balance  of  payments  was  due  from  London  to 
Belfast.  However,  Mr.  Marshall,  the  Inspector-General  of  im- 
ports and  exports,  at  Belfast,  held  a  very  different  opinion  with 
respect  to  Irish  Bank  notes,  for  he  appends  to  the  table  of 
exchanges  prepared  by  him  this  note : — 

"  It  has  certainly  been  heretofore  held  as  a  maxim  of  com- 
merce, that  the  balance  of  trade  has  in  a  great  measure 
regulated  the  i*ate  of  exchange ;  and,  if  specie  was  equally  in 
circulation  in  England  and  Ireland  as  formerly,  the  criterion 
would,  no  doubt,  still  be  tolerably  just,  lint  the  issue  of  paper 
in  Ireland  is  so  great  as  to  make  it  subject  to  a  heavy  discount, 
whilst  in  England  it  circulates  without  any  depreciation  at  all. 
I  imagine  the  rate  of  exchange  bettneen  the  two  countries,  there- 
fore, is  very  much  influenced  by  the  rale  <>f  discount  on  Irish 
Bank  notes." 

20.  It  is  scarcely  necessary  to  observe  that  if  the  opinion  of 
the  Directors  of  the  Bank  of  Inland  were  true,  that  the  rate  of 
exchange  at  Dublin  on  London  was  due  entirely  to  the  heavy 
debts  due  from  Ireland  to  England,  their  townsmen  must  have 
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been  great  simpletons  to  purchase  bills  on  London  in  Dublin  at 
such  an  enormous  sacrifice,  when  they  could  have  got  them  at 
Belfast  1 0  to  1 2  per  cent,  cheaper.  But  it  appeared  that  specie 
was  at  a  premium  of  10  or  12  per  cent,  in  Dublin,  so  that  the 
bills,  when  paid  for  in  cash,  were  exactly  the  same  rate  in  Dublin 
and  Belfast. 

21.  In  order  to  test  the  fact  that  the  rate  of  exchange  was 
due  to  the  excess  of  payments  owing  by  Ireland,  the  Committee 
had  evidence  on  the  subject,  and  it  appeared  most  decisively 
that  so  far  from  the  balance  of  payments  being  against  Ireland, 
there  was  a  very  large  balance  in  her  favour.  The  witnesses 
differed  as  to  the  precise  sum,  but  they  agreed  as  to  the  fact  of 
there  being  a  large  sum  due  to  Ireland,  and,  consequently,  that 
the  exchange  ought  to  be  in  her  favour,  which  was  precisely  the 
case  at  Belfast,  where  payments  were  made  in  specie.  With 
this  incontrovertible  evidence  before  them,  the  Committee  did 
not  hesitate  to  express  their  conviction  that  the  real  balance  of 
pecuniary  transactions  were  greatly  in  favour  of  Ireland,  and 
that,  consequently,  the  real  exchange  was  and  ought  to  be  under 
par,  and  that  they  felt  themselves  compelled  to  seek  in  other 
causes  than  the  balance  of  debts  for  the  unfavourable  exchange 
then  existing  between  them. 

22.  We  have  already  seen  that  when  in  1696  the  silver  coin- 
age was  being  recoined,  a  difference  arose  between  Bank  notes 
and  specie  of  20  per  cent.,  and  between  tallies  and  specie  of  40 
per  cent.,  it  was  universally  said  that  Bank  notes  and  tallies 
were  at  a  discount  of  20  and  40  per  cent.  There  is  no  trace  of 
any  other  language  but  that  being  applied  to  them.  In  the  year 
1804  Irish  Bank  notes  were  exchanged  for  specie  at  a  difference 
of  10  per  cent.,  so  that,  with  a  guinea  in  specie,  any  one  might 
purchase  a  guinea  note  and  2s.  or  more  in  silver.  The  mer- 
chants of  1696  would  have  expressed  such  a  state  of  things  by 
saying  that  the  note  had  fallen  to  a  discount  of  10  per  cent. 
But  at  this  period  a  new  mode  of  expressing  it  was  discovered ; 
it  was  stoutly  maintained  that  it  was  not  the  paper  which  was 
depreciated,  but  the  guinea  which  had  risen  in  value !  Tims, 
one  witness  being  asked,  "  Do  you  know  that  the  Bank  of  Ireland 
paper  is  depreciated  ?  "  said,  "  I  am  not  aware  of  it,  because  I 
should  not  say  paper  was  depreciated,  unless,  there  was  a  forced 
issue  of  it,  and  that  it  was  offered  at  a  discount  on  all  occasions. 
I  should  rather  now  say  that  gold  is  increased  in  value  than  the 
paper  is  depreciated."  When  asked,  "  What  do  you  consider 
to  be  the  best  criterion  of  the  depreciation  of  paper  currency, 
an  alteration  of  its  value  compared  with  the  general  property  of 
any  country,  or  its  alteration  compared  with  a  given  article,  viz., 
guineas  ? "    he    says,    "  I    think   the   first   the    best   criterion, 
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because  guineas  may  be  wanted,  as  in  the  present  case,  for  special 
purposes."  It  is  somewhat  surprising  that  the  witness  did  not 
remember  that  Bank  notes  are  a  "  promise  to  pay  "  guineas,  and 
they  are  not  a  promise  to  pay  another  kind  of  property.  When 
asked,  "  Do  you  not  conceive  that  the  fact  of  a  premium  existing 
on  English  Bank  notes  in  Ireland  and  exchanged  for  Irish  Bank 
notes,  affords  some  indication  that  it  is  Irish  paper  which  is 
depreciated,  and  not  the  price  of  gold  which  is  locally  raised  ?  " 
"  I  do  not."  Other  witnesses  agreed  in  these  opinions.  When 
we  consider  the  nature  of  an  exchange,  and  the  state  of  facts 
proved  with  regard  to  the  Irish  coinage,  at  that  time,  we  might 
almost  smile  at  these  ideas,  and  attribute  them  to  the  peculiar 
methods  of  thinking  which  are  sometimes  prevalent  on  the 
western  side  of  St.  George's  Channel ;  but  we  shall  find  that 
when  a  precisely  similar  state  of  things  took  place  in  England, 
with  regard  to  the  foreign  Exchanges,  the  very  same  doctrines 
were  long  and  stoutly  asserted  by  a  very  numerous  party  in  this 
country,  and  would  probably  be  so  again  under  similar  circum- 
stances. 

23.  There  was  one  witness,  however,  who  held  very  different 
opinions — Mr.  Marshall,  the  Inspector  General  of  Imports  and 
Exports.  He  said  that  there  were  shops  in  the  principal  streets 
of  Dublin  for  buying  and  selling  guineas,  and  that  the  retail 
price  of  a  guinea  then  was  a  paper  guinea  and  2s.  2d.  He  said 
that  at  the  end  of  December  1803,  the  price  of  a  bill  in  Dublin 
upon  London  for  £100  British  was  £116  10s.,  if  bought  with 
Irish  Bank  notes,  but  if  purchased  with  specie  the  price  was 
only  £106  10s.  Irish.  The  same  thing  was  observable  in  all 
domestic  transactions.  The  man  with  a  gold  guinea  in  his  pocket, 
going  to  market,  had  the  advantage  of  the  same  premium  over 
the  man  with  the  paper  guinea,  so  he  could  go  to  a  specie  shop, 
and  witli  his  gold  guinea  buy  a  paper  guinea  and  the  premium  ; 
then  he  had  a  paper  guinea  of  the  same  value  as  the  other  man, 
and  the  premium  besides.  Bank  of  England  notes  were  exactly 
equivalent  to  guineas.  From  all  these  facts,  it  appeared  that 
the  Irish  Bank  note  wanted  10  to  12  per  cent,  of  the  value  of 
specie.  It  was  contended  that  this  was  due  to  the  rising  in  value 
of  specie,  and  not  to  the  depreciation  of  notes;  but  if  specie  had 
risen  too  much  in  value,  or  which  was  the  same  thing,  il  commo- 
dities had  fallen  s6  low  as  10  or  12  per  cent.,  such  a  state  of 
things  could  not  have  continued  for  any  length  of  time,  because 
such  a  degree  of  cheapness  would  have  attracted  specie  from 
Greal  Britain,  where  it  had  not  risen.  Moreover,  Hank  notes 
had  been  issued  at  par  with  specie,  at  its  current  value,  what- 
ever it  was,  and  they  ought  to  have  risen  pari  jxisxh  with  it,  so 
as  to  be  exchangeable  with  it,  and,  therefore,  whatever  they 
wanted  of  this  exchangeable  property  must-  be  considered  as  a 
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falling  off  from  their  original  value,  or  a  depreciation  to  that 
extent.  And,  therefore,  he  was  clearly  of  opinion  that  the  Irish 
paper  currency  was  depreciated. 

24.  After  shewing  that  the  balance  of  payments,  had  been  for 
a  long  series  of  years  favorable  to  Ireland,  but  that  the  exchange 
had  never  ceased  to  be  greatly  depressed,  he  was  asked — 

"  Do  you  also  mean,  on  the  whole  of  your  evidence,  to  give  it 
as  your  decided  opinion,  that  there  is  and  has  been  a  deprecia- 
tion in  the  paper  currency  in  Ireland,  and  that  the  high  rates 
of  exchange,  which  have  prevailed  and  still  prevail,  have  arisen 
from  the  depreciation  ?  " 

"  I  do  ;  the  high  exchange  in  Dublin  which  has  now  continued 
for  some  years,  must,  no  doubt,  have  arisen,  like  all  other 

PERMANENTLY  HIGH  EXCHANGES  WHICH  HAVE  EVER  EXISTED, 
FROM  THE  DEPRECIATED    STATE   OF  THE    CURRENCY   "WITH   WHICH 

bills  of  exchange  are  purchased,  and  the  same  remedy 
might,  perhaps,  be  resorted  to  with  success  in  the  present  case, 
which  has  never  failed  to  be  effectual  on  all  former  occasions, 
namely,  a  removal  of  the  depreciation.'" 

These  are  the  ideas  of  the  men  of  1696  ;  we  shall  find  a  long 
dreary  period  elapse  before  their  truth  was  again  generally 
recognised  in  this  country.  The  amazing  absurdity  of  supposing 
that  the  exchange  could  have  fallen  to  118,  on  account  of  the 
balance  of  payments  alone,  can  be  easily  shewn.  We  cannot 
suppose  that  the  cost  of  transmitting  the  specie  from  Dublin  to 
London  could  have  been  more  than  £2  at  most.  Consequently, 
as  £108  6s.  8d.  was  the  par  of  exchange,  if  the  rate  of  the 
exchange  fell  below  £110  6s.  8d.,  it  would  have  been  cheaper 
to  send  the  specie  itself.  Surely,  the  Irish  would  never  have 
been  so  foolish  as  to  pay  £118  in  Dublin  to  purchase  a  debt  in 
London  of  £100,  when  they  could  place  the  cash  itself  on  the 
spot  for  £110  6s.  8d. 

25.  The  directors  of  the  Bank  of  Ireland  had  admitted  that 
before  the  Restriction  Act  they  were  obliged  to  regulate  their 
issues  of  paper  by  the  price  of  guineas  and  the  exchange  with 
London.  Whenever  they  had  an  unusual  demand  for  guineas, 
and  the  exchange  was  adverse,  they  had  been  obliged  to  diminish 
their  issues  to  prevent  the  continuance  of  the  demand  for  guineas. 
As  soon,  however,  as  they  were  released  from  paying  in  cash, 
they  no  longer  thought  themselves  bound  to  follow  the  same 
rules,  and  we  have  seen  how  prodigiously  they  had  extended 
their  issues.  They  admitted,  however,  that  it  was  a  possible 
case,  that  their  issues  might  be  too  great,  and  a  new  theory  was 
now  advanced  which  we  shall  be  called  on  to  discuss  at  some 
length  in  a  future  chapter,  but  we  notice  it  now  because  this 
appears  to  have  been   the  first  occasion  it  was  propounded  by 
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mercantile  men.  Mr.  Irving  being  asked  if,  in  his  opinion,  Irish 
Bank  notes  were  depreciated,  said  that  he  did  not  think  so, 
although  guineas  were  selling  at  a  premium — 

"Explain  your  reasons." 

"  I  am  of  opinion  that  a  bank,  managed  with  prudence,  would 
only  issue  notes  in  proportion  to  the  demand  which  may  be 
made  for  those  notes,  in  exchange  for  good  and  convertible 
securities,  such  as  mercantile  bills  of  exchange  payable  at 
specific  periods  of  undoubted  respectability,  founded  upon  real 
mercantile  transactions,  upon  Government  securities  such  as 
exchequer  bills,  in  the  purchase  of  Spanish  dollars,  or  other 
bullion;  and  the  circumstances  of  the  bank  notes  of  Ireland 
being  demanded  for  such  good  and  convertible  securities,  I  am 
of  opinion,  is  a  proof  that  they  are  not  too  large  in  amount,  and 
that  their  value  is  not  depreciated." 

We  shall  see  afterwards  that  this  theory  was  adopted  by  the 
directors  of  the  Bank  of  England.  It  is  one  quite  opposed  to 
that  by  which  the  Irish  directors  acknowledged  themselves 
obliged  to  follow  whilst  they  were  liable  to  pay  their  notes  in 
gold.  Hence,  if  it  was  correct,  it  inevitably  followed  that  the 
issues  of  a  bank  should  be  governed  on  totally  different  prin- 
ciples under  a  convertible  and  an  inconvertible  paper  currency. 

20.  After  accumulating  a  considerable  body  of  evidence  upon 
the  subject,  and  examining  witnesses  of  all  sorts  of  various 
opinions  and  various  professions,  the  Committee  reported  that  the 
real  exchange  was  in  favour  of  Ireland,  and  that  the  difference 
between  the  real  and  nominal  exchange  arose  from  the  depre- 
ciation of  the  Irish  paper.  They  pointed  out  the  absurdity  of 
supposing  that  the  value  of  gold  had  risen,  and  not  that  the 
paper  was  depreciated.  They  said  that  the  difference  between 
the  rate  of  exchange  could  never  vary  more  than  the  cost  of 
transmitting  specie  from  one  to  the  other,  and  that  any  excess 
above  that  could  only  arise  from  other  causes.  They  then 
noticed  the  enormous  increase  of  the  paper  currency  that  had 
taken  place,  since  the  only  check  against  over-issue  was  re- 
moved, namely,  convertibility  into  gold  at  the  will  of  the 
holder — the  great  quantity  of  base  and  counterfeit  coin  fabri- 
cated and  forced  into  circulation — and  shewed  that,  under  an 
unfavourable  state  of  the  exchange,  the  paper  currency  hail 
always  been  diminished.  "If  prudence  had  not  dictated  such 
a  course,  necessity  would  have  compelled  a  diminution  of  issues, 
by  diminishing  the  stock  of  specie  which  could  only  be  replaced 
at  a  loss  proportionate  to  the  existing  rise  of  exchange,  and 
your  Committee  observe  that,  in  fact  as  well  as  in  theory,  the 
result  of  such  practice  always  was  and  must  he  the  redress  of 
the  unfavourable  exchange.  Since  the  Restriction  Act,  however, 
the  directors   had   acted    exactly  upon   the  opposite  principle, 
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when  the  exchange  was  unfavourable,  they  had  greatly  increased 
their  issues.  Excessive  issues  of  paper  produce  a  proportionate 
rise  in  the  rates  of  the  exchange,  for  these  are  obviously  influ- 
enced by  the  value  of  the  medium  in  which  the  payments  are 
made,  and  the  quantity  of  that  medium  necessary  to  eifect  a 
given  payment  must  be  increased  as  the  value  of  the  medium 
diminishes,  no  matter  whether  the  payments  be  made  in  a 
degraded  and  adulterated  coin,  or  in  a  depreciated  paper.  If 
paper  by  depreciation  comes  to  represent  a  less  quantity  of 
money  than  it  professes  to  do,  it  must  make  the  exchange 
which  it  is  to  pay  appear  unfavorable,  in  the  same  manner  as 
coin  in  which  it  were  to  be  paid  would  have  done,  if  by  degra- 
dation it  should  cease  to  contain  the  same  portion  of  gold  which 
it  used  to  do ;  and  the  removal  of  the  degradation  in  the  one 
case,  and  of  the  depreciation  in  the  other,  would  have  the  same 
effect  in  bringing  the  exchange  to  par,  or  whatever  might  be  its 
real  state." 

27.  After  recommending  several  minor  remedies,  the  com- 
mittee said :  "  But  all  the  benefits  proposed  by  this  mode  of 
remedies  would  be  of  little  avail,  and  of  very  limited  duration, 
if  it  did  not  promise  at  the  same  time  to  cure  the  depreciation 
of  paper  in  Ireland,  by  diminishing  its  over-issue.  *  *  * 
And  your  Committee  do,  in  express  terms,  declare  their  clear 
opinion,  that  it  is  incumbent  on  the  directors  of  the  Bank  of 
Ireland,  and  their  indispensable  duty,  to  limit  their  paper  at  all 
times  of  an  unfavourable  exchange,  during  the  continuance  of 
the  restriction,  exactly  on  the  same  principle,  as  they  would  and 
must  have  done,  hi  case  the  restriction  did  not  exist,  and  that  all 
the  evils  of  a  high  and  fluctuating  exchange  must  be  imputable 
to  them  if  they  fail  to  do  so." 

2S.  They  then  noticed  the  miserable  state  of  the  silver  coinage, 
or  rather  the  base  metal,  and  notes  and  I.  O.  U.'s  substituted  in 
its  place,  which  they  said  Avas  clearly  to  be  traced  to  the  un- 
favourable exchange.  As  long  as  the  exchange  continued  in 
that  unfavourable  state,  all  the  genuine  silver  com  transferred 
itself  to  England,  and  the  place  of  the  genuine  silver  coin  was 
supplied  by  these  small  silver  notes  in  the  country  districts,  and 
in  Dublin,  were  they  were  not  issuable,  by  an  extremely  base 
silver  coinage  which  was  privately  fabricated  in  great  quantities, 
all  of  which  evils  could  only  be  cured  by  the  restoration  of  the 
exchanges  to  their  true  state,  and  the  issue  of  a  genuine  silver 
coinage. 

29.  The  Committee  contented  themselves  with  declaring,  in 
the  most  emphatic  terms,  that  the  Bank  of  Ireland  ought  to 
regulate  its  issues  by  the  state  of  the  exchanges,  but  it  did  not 


REPORT    ON    IRISH    CURRENCY    IN    1804.  17 

discuss  the  new  theory  propounded,  that  the  paper  currency 
should  be  regulated  by  the  mercantile  bills  of  exchange  offered 
for  discount.  No  one  who  has  paid  any  attention  to  the  prin- 
ciples of  the  subject,  and  carefully  considered  the  facts  produced 
before  the  Committee,  can  fail  to  acquiesce  in  their  judgment, 
and  we  cannot  fail  to  remark  that  none  of  the  professional  wit- 
nesses, i.  e.,  the  directors  of  the  Bank  of  Ireland,  or  the  other 
Bankers  examined,  had  attained  the  smallest  glimpse  of  the 
principles  which  governed  their  own  business,  and  by  which 
they  should  have  directed  their  policy.  Its  true  principles 
were  clearly  seen  and  announced  solely  by  the  extra-professional 
witnesses,  and  laid  down  by  the  statesmen  who  formed  the 
Committee.  We  may  suppose  that  fear  of  giving  offence  to 
their  customers,  and  so  diminishing  their  business  and  profits, 
may  have  somewhat  dimmed  their  perception. 

30.  As  it  was  evident  that  as  long  as  the  different  currencies 
between  the  countries  continued,  there  must  be  an  exchange 
from  the  want  of  a  common  medium  of  payment,  the  Committee 
strongly  recommended  that  the  moneys  of  circulation  and  ac- 
count should  be  assimilated,  and  that  Bank  of  Ireland  notes 
should  be  payable  in  Bank  of  England  paper,  and  that  the  Bank 
of  Ireland  should  establish  a  fund  at  their  credit  in  London  for 
that  purpose,  and  that  all  bills  should  be  payable  at  a  fixed  date, 
which  measures  had  been  found  to  reduce  the  Scotch  exchanges 
to  par,  and  maintain  them  so  ever  since  the  year  1763,  through 
all  the  political  and  commercial  convulsions  of  the  period. 

31.  The  presentation  of  this  report  does  not  seem  to  have 
excited  any  discussion  in  the  Houses  till  many  years  afterwards. 
In  1809  Mr.  Parnell  moved  that  the  currencies  of  England  and 
Ireland  should  be  assimilated  in  accordance  with  the  recommen- 
dation of  the  Committee,  which  was  rejected  without  a  division. 
The  Report  does  not  seem  to  have  been  printed  for  public  circu- 
lation till  1826;  but  it  was  probably  communicated  to  the  Bank, 
and  produced  some  effect  upon  their  policy.  A  fact  was  stated 
by  Mr.  Foster  in  the  House  that  in  the  months  of  May,  June, 
and  duly  1804,  the  directors  diminished  their  issues  from  three 
to  two  millions  and  a  half,  and  the  exchange  rose;  in  August 
they  increased  them  again,  and  the  exchange  fell.  The  Chan- 
cellor of  the  Exchequer  (Addington)  declared  that  ii  was  a 
perversion  of  terms  to  infer  thai  'lie  depreciation  of  paper  had 
any  real  effect  on  the  exchange.  The  excessive  issue  of  paper 
might  produce  a  depreciation,  but  each  country  had  a  different 
circulating  medium,  and  the  depreciation  of  either  could  only 
have  a  nominal  effect  on  the  course  of  exchange.  Mr.  Addington 
wholly  overlooked  the  fact  thai  payments  were  made  in  Bank  of 
Ireland  paper,  and  the  course    of  exchange   referred   to    that 
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paper.  If  payments  had  been  made  in  silver  coin  of  full  weight, 
then  it  would  have  been  true  that  the  exchange  would  not  have 
been  disturbed  by  the  depreciation  of  the  paper  But  the 
course  of  exchange  always  relates  to  the  medium  in  which  the 
payment  is  actually  made,  and  a  depreciation  of  that  medium 
necessarily  causes  an  adverse  state,  in  whatever  state  the  other 
parts  of  the  currency  may  he  which  are  not  the  medium  of  pay- 
ment. Of  this  we  have  seen  a  conspicuous  instance  in  1696, 
when  the  restoration  of  the  silver  coinage  immediately  rectified 
the  exchange,  although  Bank  paper  continued  to  be  depreciated 
long  afterwards.  Mr.  Fox,  with  premature  exultation,  said  that 
lie  was  glad  to  hear  that  the  Chancellor  of  the  Exchequer 
allowed  that  an  excessive  issue  caused  a  depreciation,  and  that 
the  House  was  never  again  to  hear  the  fantastical  opinion  that 
the  paper  was  not  depreciated,  but  the  value  of  gold  raised. 
Had  Mr.  Fox  been  able  to  look  forward  only  six  years  he  would 
have  found  that  this  fantastical  opinion  not  only  re-appeared,  but 
was  maintained  with  more  stubbornness  and  pertinacity  than  ever. 

32.  Such  was  the  occasion  of  the  first  declaration  by  a  Parlia- 
mentary Committee,  of  the  principle  that  the  issues  of  the  Bank 
should  be  regulated  by  the  foreign  exchanges;  a  Committee,  com- 
prehending almost  all  the  great  names  of  the  different  parties  of 
all  opinions.  As  it  was  not  then  the  custom  to  publish  the  lists 
of  the  divisions  in  committees,  we  are  not  able  to  say  whether 
they  were  unanimous  on  the  subject;  but,  from  the  exceedingly 
strong  and  decisive  language  of  the  Report  we  may  fairly  infer 
that  the  opinion  of  the  Committee  was  equally  strong  and 
decided,  and  that  if  any  minority  differed  from  the  resolutions  of 
the  majority,  it  must  have  been  a  very  small  one. 

33.  We  have  not  much  to  detain  us  in  the  few  following 
years.  In  1804  the  scarcity  of  the  silver  coinage  was  so  severely 
felt,  that  the  Bank  issued  5s.  dollars  to  supply  the  want,  of 
which  1,419,481  were  put  into  circulation.  In  1806  the  loan  of 
three  millions,  which  was  the  consideration  for  the  renewal  of 
the  Charter  in  1 800,  became  due  ;  but  the  Bank  was  persuaded 
to  renew  it  at  3  per  cent,  per  annum  until  six  months  after  the 
ratification  of  peace.  In  1807  a  Committee  was  appohited  to 
inquire  into  the  various  branches  of  the  public  expenditure,  and, 
amongst  others,  into  the  payments  made  into  the  Bank  of 
England.  In  the  second  report  are  some  interesting  details 
respecting  the  connection  between  the  Bank  and  the  Government. 

34.  At  this  peiiod  political  circumstances  occurred,  which 
led  to  a  great  derangement  of  the  British  currency,  and  of 
which  we  may  be  allowed  to  give  a  short  summary : — "  For  ten 
years  (before  1805)  Prussia  had  flattered  herself  that,  by  keeping 
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aloof,  she  would  avoid  the  storm,  that  she  would  succeed  in 
turning  the  desperate  strife  between  France  and  Austria  to  her 
own  benefit,  by  enlarging  her  territory  and  augmenting  her 
consideration  in  the  North  of  Germany,  and,  hitherto,  success 
had  in  a  surprising  manner  attended  her  stej>s.  At  once  all  her 
prospect  vanished,  and  it  became  apparent,  even  to  her  own 
Ministers,  that  this  vacillating  policy  was  ultimately  to  be  as 
dangerous  as  it  had  already  been  discreditable."  The  state  of 
universal  contempt  into  which  Prussia  had  fallen,  precisely 
similar  to  that  which  she  did  in  the  Crimean  Mar  from  an 
analogous  course  of  conduct,  was  at  last  too  strong  even  for  her, 
and  just  then  the  Emperor  Alexander  arrived  at  Berlin,  and,  by 
his  influence,  a  secret  treaty  was  signed  on  the  3rd  November  by 
the  two  States,  to  curb  the  ascendancy  of  France  in  Europe. 
Prussia  bound  herself,  in  the  event  of  Napoleon  not  agreeing  to 
certain  conditions  to  be  offered  him,  to  declare  war  against  him 
on  the  15th  December,  and  the  King  bound  himself  by  the 
must  solemn  oaths  to  adhere  to  his  engagements.  After  con- 
siderable delay,  the  Prussian  Minister  started  for  the  head 
quarters  of  the  French  Emperor  on  the  28th.  Napoleon,  who 
was  then  manoeuvring  in  preparation  for  the  Battle  of  Austerlitz, 
but  who  was  perfectly  aware  of  the  nature  of  Haugwitz's 
mission,  put  off  receiving  him  for  a  short  time,  and  sent  him  to 
Vienna.  On  the  2nd  December,  Napoleon  destroyed  the  Russian 
and  Austrian  armies  in  the  great  Battle  of  Austerlitz,  before  the 
eyes  of  their  respective  sovereigns,  and  the  Prussian  Minister 
immediately  rushed  off  to  congratulate  Napoleon  on  his  suc- 
cesses !  and  to  propose  to  him  a  treaty  of  Alliance  by  which 
Prussia  was  to  seize  all  the  continental  dominions  which 
belonged  to  her  ally  the  King  of  England.  This  treaty  was 
signed  with  Napoleon  on  the  loth  December,  the  very  day  on 
which  Prussia  had  agreed  to  declare  war  against  him.  In  the 
following  March,  Prussia,  under  the  compulsion  of  Napoleon, 
issued  a  decree  prohibiting  British  merchandize  from  entering 
any  port  in  the  Prussian  dominions,  thus  cutting  off  a  principal 
source  of  the  supply  of  corn  to  Great  Britain. 

35.  Swift  and  sure  was  the  retribution  that  fell  upon  Prussia 
for  her  matchless  meanness  and  perfidy  in  1805.  Napoleon 
was  perfectly  informed  of  the  object  of  Haugwitz's  mission 
to  him.  "  You  have  come,"  said  he,  "  to  present  your  master's 
compliments  on  a  victory,  but  fortune  lias  changed  the  address 
of  the  letter;"  and,  though  he  was  too  anxious  to  forward 
a  measure  which  would  consign  her  to  public  infamy,  and 
embroil  her  with  Great  Britain,  be  did  not,  nevertheless,  for  one 
instant  from  that  time,  pause  in  his  determination  to  destroy 
her  at  the  first  opportunity.  "From  the  moment  the  treaty 
was  signed,  Napoleon  did  more  than  hate  Prussia,  he  conceived 
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for  that  power  the  most  profound  contempt."  He  proceeded  to 
treat  her  with  the  most  unmeasured  arrogance,  and,  after  a  series 
of  aggravated  insults,  that  perfidious  power  was  astonished  to 
discover  that  Napoleon  was  secretly  treating  with  Great  Britain 
for  the  restitution  of  Hanover  to  its  lawful  sovereign.  Nego- 
ciations  for  peace  had  been  going  on  for  some  considerable  time 
between  France,  England,  and  Russia,  which  led  to  nothing. 
The  popular  ferment  in  Prussia  had  been  increasing  for  a  long 
time  from  her  disgraceful  position  becoming  more  notorious  and 
galling  every  day,  and  the  Government,  with  a  rashness,  violence, 
and  imprudence,  only  to  be  surpassed  by  its  perfidy,  sent  a 
haughty  summons  to  Napoleon  to  evacuate  Germany.  This 
insane  insult  reached  Paris  on  the  1st  October,  when  Napoleon 
was  already  far  on  his  way  to  Berlin,  and  on  the  14th,  Prussia 
met  her  well  deserved  doom  at  the  twin  battles  of  Jena  and 
Auerstadt.  Napoleon  visited  the  tomb  of  Frederick  the  Great, 
on  the  anniversary  of  the  day  on  which,  on  the  same  spot,  the 
King  of  Prussia  had  bound  himself  by  solemn  oath  to  the 
Emperor  Alexander. 

36.  Soon  after  Napoleon  arrived  at  Berlin,  he  issued  the  Berlin 
decree  against  British  commerce,  on  the  21st  November.  This 
decree  was  soon  afterwards  met  by  a  retaliatory  order  in  Council 
on  the  part  of  Great  Britain,  and  during  the  course  of  1807 
a  series  of  decrees  were  issued  both  by  England  and  France, 
each  endeavouring  to  outdo  the  other  in  violence,  ferocity, 
absurdity,  and  illegality,  the  result  of  which  was,  however,  to 
exclude  the  British  flag  from  every  part  of  Europe,  except 
Sweden.  This  state  of  hostility,  the  avowed  object  of  which 
was  the  destruction  of  British  commerce,  led  to  a  short  supply, 
and  an  apprehended  scarcity  of  every  article  of  European  pro- 
duction required  as  raw  materials  for  our  manufactures.  The 
natural  consequence  was  a  boundless  spirit  of  speculation  in  these 
articles;  and,  under  the  influence  of  this  speculation,  the  prices 
of  all  the  products  of  Russia,  and  the  East  of  Europe,  rose  to 
double  and  triple  the  ordinary  figure.  At  the  same  period  Spain 
was  occupied  by  the  French,  and  similar  speculations  tripled  and 
quadrupled  the  price  of  Spanish  wool.  France,  too,  was 
supreme  in  Italy;  and  the  produce  of  that  country,  chiefly  con- 
sisting in  silk,  rose  in  a  similar  proportion.  Nor  had  our  own 
conduct  been  less  rubious  in  other  respects.  The  vindictive 
nature  of  the  orders  in  Council  had  proved  so  destructive  to  the 
rights  of  neutrals,  that  a  rupture  with  America  was  imminent, 
which  produced  an  equally  speculative  rise  in  the  prices  of 
American  products,  such  as  tobacco  and  cotton. 

37.  Speculation  in  these  productions  was  favored  by  an 
expected  narrowing  of  the  sources  of  supply;  circumstances  of 
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an  opposite  nature  came  to  excite  still  further  perturbations  in 
the  usual  course  of  trade.  The  entry  of  the  French  into  Spain 
and  Portugal  had  paralysed  their  power  over  their  colonies,  and 
the  Great  South  American  continent  became  from  this  time 
virtually  independent.  It  had  been  hitherto  rigidly  closed 
against  British  commerce.  On  the  13th  November,  1807, 
Napoleon  published  a  decree  in  the  Moniteur,  deposing  the 
House  of  Braganza  from  the  throne  of  Portugal,  and  Junot 
took  possession  of  Lisbon,  and  the  Royal  Family  immediately 
embarked  for  the  Brazils.  These  events  opened  up  the  whole  of 
the  South  American  trade  to  the  British,  and  the  speculation  of 
the  merchants  swelled  in  a  proportion  commensurate  to  the 
vastness  of  the  markets  that  were  thrown  open  to  them.  A 
complete  phrenzy  of  sjjeculation  seized  upon  the  nation.  It 
spread  from  commerce  to  joint  stock  companies.  The  infatua- 
tion of  1720  was  reproduced.  Joint  stock  companies  of  all 
descriptions,  for  canals,  bridges,  insurances,  breweries,  and 
multitudes  of  others,  started  up  like  mushrooms.  At  the  same 
time,  the  Bank  of  England  fanned  the  flame  of  speculation  to 
an  extent  far  beyond  the  bounds  of  ordinary  rashness.  It  is 
stated  by  Sir  Francis  Baring,  in  his  evidence  before  the  Bullion 
Committee,  that  since  the  restriction  he  knew  of  many  instances 
of  clerks  not  worth  £100,  who  had  started  as  merchants,  and 
had  been  allowed  to  have  discount  accounts  of  from  £5,000  to 
£10,000,  which  demand,  he  said,  was  caused  by  the  Bank,  and 
not  by  the  regular  demands  of  trade,  and  which  could  not  exist 
if  the  restriction  were  removed.  The  paper  discounted  by  the 
Bank,  which  had  been  £2,946,500  in  1795,  rose  to  £15,475,700 
in  1809,  and  to  £20,070,600  in  1810. 

38.  Along  with  this  extravagant  speculation,  partly  caused 
by  it,  and  partly  fanning  it,  a  multitude  of  country  banks 
started  up  in  all  directions,  and  inundated  the  country  with 
their  notes,  exactly  as  had  happened  before  1793.  In  the  year, 
1797,  they  had  been  reduced  to  270;  in  1808,  they  had  increased 
to  600;  and  in  1810,  when  the  Bullion  Committee  were 
appointed,  they  amounted  to  721,  and  the  quantity  of  paper 
they  had  put  into  circulation  was  supposed  to  amount  to 
£30,000,000.  At  the  same  time,  the  Bank  of  England  had 
increased  its  issues  to  £21,000,000,  a  quantity  declared  by  some 
of  the  most  eminent  witnesses,  far  to  exceed  the  legitimate 
wants  of  the  country. 

39.  Concurrently  with  these  extravagant  speculations  and 
issues  of  notes,  the  price  of  gold  bullion  rose  rapidly,  and  the 
foreign  exchanges  fell  with  equal  rapidity,  exactly  the  same 
symptoms  as  had  been  manifested  in  Ireland  in  1804.  The 
following  figures,  taken  at  intervals,  are  sufficient  to  shew  the 
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rapid  rise  of  the  price  of  bullion  and  the  fall  in  the  foreign 
exchange : — 


Price  of  Standard 

Price  of 

Exchange 
with 

Hamburg. 

Gold 

Silver. 

£     S.      d. 

8.      d. 

s.     d. 

Jan.  1805      . 

4      0      0 

.54., 

. .      35      6 

Oct,  1805      . 

4     0     0 

.55.. 

.      33      9 

July  1808      . 

.  .  no  quotation   .  . 

.      5      3.. 

.      34     9 

Feb.  1809      . 

..       4  10     0 

.53., 

.  .      31      0 

May  1809     . 

..       4  11     0 

.      5     5      . 

.  .      29     6 

Jan.  1810     , 

, .  •.  no  quotation   .  . 

.51., 

. .      28     6 

40.  Under  these  circumstances,  Mr.  Horner,  on  the  1st 
February,  1810,  moved  for  several  accounts  relating  to  currency 
and  exchanges.  Mr.  Baring  stated  that  guineas  then  brought 
26s.  or  27s.     The  Bullion  Committee  were  then  appointed. 

41.  Before  proceeding  to  analyse  this  famous  Report  and  the 
evidence  produced  before  it,  we  may  observe  that  what  has  so 
frequently  happened  when  two  or  more  persons  or  occurrences 
have  contributed  to  any  result,  if  one  of  these  persons  or 
occurrences  has  been  much  more  prominent  than  the  rest,  the 
others  come,  hi  course  of  time,  to  be  forgotten,  and  the  whole 
merit  or  blame  is  attributed  to  the  one  which  has  attracted  most 
public  attention.  So  it  has  been  in  this  case.  The  Bullion 
Report  of  1810  has,  from  various  circumstances,  attracted  so 
much  public  attention  to  itself,  as  to  have  thrown  completely 
into  the  shade  the  Report  on  the  Irish  Currency  of  1804;  and 
that  Report  seems  to  have  been  soon  forgotten,  that  the  directors 
of  the  Bank  of  England  in  1810  had  little  or  no  knowledge  of 
it.  The  circumstances,  however,  of  the  derangement  of  the 
Irish  currency,  upon  which  the  Committee  of  1804  sat,  were 
precisely  identical  with  those  of  the  English  currency  in  1810, 
which  caused  the  appointment  of  the  English  Committee.  The 
same  sets  of  opinions  were  delivered  and  adhered  to  stoutly 
by  the  professional  witnesses  in  both  cases,  and  the  Report  of 
the  Committee  in  each  case  was  precisely  identical ;  in  each  case 
they  condemned  the  doctrines  and  policy  of  the  Bank  directors 
in  the  most  emphatic  manner.  The  Report  of  the  Committee  of 
1810  is  written  in  a  more  methodical  and  scientific  form,  and 
is  superior  as  a  literary  performance,  but  the  principles  adopted 
and  enforced  in  it  are  absolutely  identical  with  those  of  the 
Committee  of  1804. 

42.  It  may  be  interesting  to  compare  the  composition  of  the 
two  Committees,  who  at  different  times  came  to  similar  con- 
rhi.sions  as  to  the  principles  that  should  govern  the  Bank  in  its 
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issues  during  the  restriction  of  cash  payments.  The  Committee 
of  1810  consisted  of  Mr.  Horner,  Mr.  Spencer  Perceval,  Mr. 
Tierney,  Earl  Temple,  Mr.  Brand,  Mr.  Parnell,  Mr.  Magens,  Mr. 
Johnstone,  Mr.  Giddy,  Mr.  Dickinson,  Mr.  Thornton,  Mr. 
Sheridan,  Mr.  Baring,  Mr.  Manning,  Mr.  Sharpe,  Mr.  Grenfell, 
Mr.  Foster,  Mr.  Thompson,  Mr.  Irving,  Mr.  Huskisson,  Mr. 
Abercromhie.  On  comparing  this  list  with  that  of  the  Com- 
mittee of  1804,  it  will  be  seen  that  there  were  only  two 
members,  Mr.  Sheridan  and  Mr.  Foster,  who  were  on  both 
Committees. 

43.  The  witnesses  examined  before  both  Committees  con- 
sisted of  the  same  varieties.  1.  Bank  directors.  2.  Private 
bankers.  3.  General  merchants.  4.  Independent  witnesses.  On 
reading  over  the  evidence  by  these  respective  sets  of  witnesses, 
we  find  that  the  opinions  given  by  the  English  Bank  directors 
and  merchants  were  precisely  similar  to  those  of  the  Irish  Bank 
directors.  The  directors  of  both  Banks  vehemently  repudiated 
the  idea  that  the  Bank  paper  was  depreciated;  they  equally 
maintained  that  it  was  the  price  of  specie  that  had  risen;  they 
both  admitted  that,  while  they  were  liable  to  pay  their  notes  in 
specie,  they  were  obliged  to  regulate  their  issues  by  the  foreign 
exchanges  and  the  price  of  bullion;  they  both  admitted  that 
since  the  restriction  they  had  paid  no  regard  to  their  former 
rules,  and  they  denied  the  necessity  of  so  doing.  They  both 
denied  that  the  issues  of  their  notes  had  any  effect  upon  the 
exchanges,  or  were  in  any  way  the  cause  of  the  high  adverse 
exchange,  and  they  both  denied  that  a  limitation  of  their  issues 
would  have  the  slightest  effect  in  reducing  the  exchange  to  par. 
They  both  maintained  that  there  could  be  no  over-issue  of  their 
notes  so  long  as  they  were  confined  to  the  discount  of  paper  of 
undoubted  solidity  founded  upon  real  transactions. 

44.  Nothing  can  be  more  remarkable  than  the  perfect  identity 
in  sentiment  in  every  point  of  opinion  and  policy,  between  these 
two  sets  of  directors,  but  we  must  remark  a  circumstance  that 
will  detract  considerably  from  the  weight  of  their  opinion, 
namely,  that  they  were  all  interested  witnesses.  In  the  first 
place,  since  the  restriction  upon  paying  in  specie,  and  so  being 
relieved  of  fulfilling  their  obligations,  they  had  extended  their 
discounts  enormously,  and  their  profits  upon  their  extended 
issues  had  been  proportionate,  the   dividends   to   the  proprietors 

had  greatly  increased ;  and  secondly,  they  were  in  the  position 

of  semi-defendants  ;  their  policy  was  certainly  impugned;  the 
Committee  was  a  species  of  court  of  inquiry  into  their  conduct, 
and  it  certainly  was  not  likely  that  they  would  admit  that  the 
principles  they  were  acting  upon  could  be  wrong,  when  they 
were  so  very  lucrative  to  the  proprietors  of  the  Bank.     The 
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same  objection  of  interested  testimony  equally  applies  to  that  of 
the  merchants,  for  they  were  interested  in  obtaining  as  large  an 
amount  of  accommodation  from  the  Bank  as  possible,  and  a 
restriction  of  its  issues  would  have  curtailed  their  operations, 
speculative  or  otherwise ;  consequently  their  interests  were 
better  served  by  the  doctrines  and  policy  of  the  Bank  directors. 
Both  Committees,  however,  examined  witnesses  of  an  indejjendent 
position,  who  had  no  interest  one  way  or  the  other,  and  in  each 
case  they  totally  disagreed  from  the  opinions  of  the  Bank 
directors,  and  condemned  their  policy.  And  in  both  cases  the 
Committee,  having  examined  all  those  witnesses  of  different 
shades  and  opposite  opinions,  presented  reports  strongly  con- 
demning the  opinions  and  practice  of  the  directors  of  each  bank, 
and  called  upon  them  to  alter  their  policy :  the  report,  in  the 
Irish  case,  in  language  of  great  severity,  that  in  the  English  case 
equally  strong  in  fact,  though  milder  in  expression. 

45.  As  this  division  of  opinion  on  these  financial  questions  seems 
to  be  as  permanent  and  deep-seated  as  the  divisions  on  political 
questions,  it  may  be  of  advantage  to  state  shortly  and  precisely 
the  points  upon  which  the  respective  parties  were  at  issue.  The 
facts,  of  course,  were  easily  ascertained  and  agreed  upon.  They 
were  as  follows : — 

1.  That  the  Mint  price  of  gold  bullion,  or  the  legal  standard 

of  the  coin,  was  £3  17s.  10^d.  per  oz. 

2.  That  the  market  price  of  gold  bullion  was  then  £4  10s. 

per  oz. 

3.  That  the  foreign  exchanges  had  fallen  to  an  enormous  ex- 

tent ;  that  with  Hamburg,  9  per  cent. — that  with  Paris, 
14  per  cent. 

4.  That  the  increase  of  bank  notes  had  been  very  great  during 

the  last  few  years,  and  was  rapidly  augmenting. 

5.  That  specie  had  disappeared  from  circulation. 

46.  Upon  this  acknowledged  state  of  facts,  the  opposite  issues 
maintained  by  the  two  parties,  were  as  follows : — 

The  one  party  maintained — 

I.  (a)  That  the  Bank  notes  were  depreciated. 

(b)  That  the  difference  between  the  market  price  and 
the  Mint  price  of  gold  bullion,  was  the  measure  of 
the  depreciation. 
II.  (a)  That  the  extreme  limit  to  which  the  foreign  ex- 
changes could,  by  the  nature  of  things  fall,  in  any 
case,  was  defined,  and  easily  ascertained,  and  con- 
sisted of  the  expense  of  freight,  insurance,  and  some 
other  minute  causes. 
(b)  That,  in  the  then  state  of  the  exchanges,  there  was  a 
very  large  excess  of  depression  over  and  above  that 
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limit,  which  was  not  attributable  to  any  of  these 
causes, 
(c)  That  this  residual  depression  of  the  foreign  exchanges, 
and  the  rise  of  the  market  price  above  the  Mint 
price,  was  caused  by  the  excessive  issues  of  Bank 
notes  in  circulation. 

III.  That   a   diminution   in  the  quantity  of  Bank  notes 

would  increase  the  value  of  the  domestic  currency — 
would  cause  the  foreign  exchanges  to  rise  to  par — 
and  the  market  price  of-  gold  to  fall  to  the  Mint 
price. 

IV.  That  the  Directors  of  the  Bank  of  England  ought  to 

follow  the  same  rules  in  the  extent  of  their  issues 
during  the  restriction  of  cash  payments,  as  they 
were  obliged  to  do  before,  viz.,  by  regulating  them 
by  the  foreign  exchanges.  When  the  exchanges 
were  favourable,  and  bullion  flowing  in,  they  might 
enlarge  them ;  when  the  exchanges  were  adverse, 
they  must  contract  them. 

47.  In  opposition  to  these  principles,  the  other  party  main- 
tained— 

I.  (a)  That  it  was  not  the  Bank  notes  that  were  depreciated, 
but  the  price  of  specie  that  had  risen. 
(b)  That  there  was  no  difference  between  the  price  of 
bullion,  whether  paid  in  notes  or  specie. 
II.  That  the  depression  of  the  foreign  exchanges  was  in 

no  way  whatever  attributable  to  the  depreciation  of 
the  currency,  but  was  entirely  caused  by  the  adverse 
balance  of  payments  to  be  made  by  Great  Britain, 
the  remittances  to  the  army,  the  continental  measures 
of  Napoleon,  and  other  political  measures. 

III.  That  no  diminution  or  increase   of  the  issues  by  the 

Bank  would  have  any  effect  whatever  upon  the 
foreign  exchanges,  either  in  raising  or  depressing 
them,  or  on  the  market  price  of  bullion. 

IV.  That  since  the  restriction,  there  was  no  necessity  for 

observing  the  same  rules  in  issuing  their  notes  by 
discounts  as  before,  i.  e.,  by  observing  the  course  of 
the  foreign  exchanges,  hut  that  the  public  demand 
was  the  sole  criterion,  and  so  long  as  they  adhered 
to  these  rules,  there  could  be  no  over-issue. 

48.  With  respect  to  the  firsl  point  at  issue  between  the  two 
parties,  after  the  very  full  explanation  of  the  principles  involved 
in  it,  given  in  a  previous  chapter,  we  need  say  very  little  aboul 
it  here,  as,  according  to  what  has  already  been  said,  ii  is  quite 
clear  that  it  certainly  was  a   very  fantastic  opinion   to   suppose 
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that  gold  coukl  rise  in  comparison  to  a  "promise  to  pay  gold." 
There  was  one  circumstance,  however,  different  in  the  cases  of 
England  and  Ireland.  In  the  latter  country,  the  Bank  notes 
were  openly  at  a  discount ;  there  were  two  prices  in  every  trans- 
action, a  money  price,  and  a  paper  price:  and  there  were  specie 
shops  where  guineas  were  openly  sold  for  Bank  notes  and 
several  shillings  over.  In  England  this  was  not  the  case,  partly 
because  Bank  of  England  notes  were  received  at  their  full 
nominal  value  in  payment  of  taxes,  but  chiefly  because  it  was  an 
indictable  offence  to  sell  guineas  for  more  than  21s.  Shortly 
before  the  Bullion  Committee  was  appointed,  a  man  named  De 
Yonge  was  tried  and  convicted  for  the  crime  of  selling  guineas 
for  more  than  21s.  This  law  only  applied  to  heavy  guineas. 
Light  guineas,  below  5  dwts.  8  grns.  might  be  sold,  and  were 
usually  sold,  for  a  Bank  note  and  6s.  or  7s.  Considering,  there- 
fore, that  by  law  it  was  a  crime  to  sell  guineas  of  full  weight  at 
their  market  price,  it  is  clear  that  the  value  of  guineas  was  not 
an  open  question — they  were  forcibly  depreciated  by  law,  and, 
consequently,  this  is  no  argument  for  the  equality  in  value  be- 
tween the  paper  and  the  coin.  If  it  had  not  been  a  criminal 
offence,  there  would  have  been  two  prices  for  every  thing,  a 
money  price  and  a  paper  price. 

Mr.  Merle  was  asked — 

"  What  is  the  difference  between  the  Mint  price  and  the 
market  price  of  gold  per  cent  ?  " 

"  About  fifteen  or  sixteen." 

"  When  you  buy  gold,  you  pay  for  it  in  Bank  paper  ?  " 

"  Yes." 

"  The  payment  being  made  in  Bank  paper,  the  price  is  £4  10s. 
per  ounce  ?  " 

"  What  I  have  sold  for  the  home  trade  I  had  only  £4  8s.  for." 

"  If  you  were  to  pay  in  guineas,  should  you  get  the  gold  at  a 
cheaper  rate  ?  " 

"  I  could  not  pay  in  guineas,  I  cannot  get  them." 

"  Supposing  you  had  guineas  to  give,  could  not  you  buy  that 
gold  at, a  cheaper  rate  thau  £4  10s.  an  ounce?" 

"  No,  I  should  not  offer  a  less  price,  certainly;  if  I  was  to  buy 
any  quantity  of  gold  and  pay  for  it  in  guineas,  I  should  offer  the 
same  price  as  in  Bank  paper." 

"  When  you  speak  of  the  Mint  price  being  £3  17s.  10^d.  an 
ounce,  do  you  calculate  that  in  gold  coin  or  in  Bank  paper  ?  " 

"  We  make  no  difference ;  and  I  do  not  believe  there  has  been 
any  difference  in  paying  in  specie  or  Bank  paper." 

"  Is  not  the  reason  why  an  ounce  of  gold  is  worth  £3  1 7s.  10|d. 
that  as  many  guineas  as  weigh  an  ounce  amount  to  that  sum  ?  " 

"  Yes,  if  a  gentleman  came  and  brought  me  gold,  I  should  pay 
him  exactly  tlie  same,  whether  I  paid  him  in  gold  coin  or  in  Bank 
notes." 
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"  The  Mint  price  of  gold  is  the  price  calculated  in  gold  coin  ?  " 

"  Yes." 

"  And  the  market  price  of  gold  at  present  is  calculated  by 
paper?" 

"  Yes,  it  is  all  paid  in  paper.'1 

Thus,  we  see  that  nobody  bought  gold  bullion  at  the  market 
price  in  gold  coin,  but  only  in  Bank  paper. 

49.  Among  the  other  witnesses  who  held  the  opinion  that  the 
Bank  paper  was  undepreciated,  we  may  cite,  that  of  Mr. 
Chambers,  an  emment  merchant,  which  condenses  the  whole 
subject  into  a  single  point: — 

"  Have  you  ever  had  occasion  to  consider  the  effects  of  an 
excessive  or  forced  paper  currency  in  any  country,  upon  its 
foreign  exchanges  Avith  other  countries  ?  " 

"  In  a  small  degree,  I  have." 

"  What  do  you  conceive  the  effect  of  such  excess  to  be  upon 
the  foreign  exchanges  ?  " 

"  I  apprehend  the  effect  on  the  exchange  would  follow  the 
depreciation  of  a  forced  currency." 

"  What  do  you  say  to  an  excessive  currency,  though  not 
forced  ?  " 

"  I  do  not  conceive  the  thing  possible." 

"  What  do  you  mean  by  a  forced  paper  currency  ?  " 

"  A  paper  which  I  am  obliged  to  take  against  my  will,  for 
more  than  its  value ;  it  is  not  forced  so  long  as  people  take  it 
willingly,  which  they  will  naturally  do  whilst  undepreciated." 

"  May  not  the  quantity  of  metallic  currency  be  increased  in 
proportion  to  payments  which  it  has  to  effect,  by  an  increased 
issue  from  the  mines ;  and  will  not  that  have  the  effect  of  raising 
the  money  prices  of  all  commodities  ?  " 

"  I  conceive  an  increase  or  abundance  of  silver  or  gold  would 
have  the  same  effect  upon  those  precious  metals,  as  a  glut  of  any 
other  commodity  upon  the  market." 

"And,  in  the  same  matter,  may  not  that  paper  currency  which 
continues  to  preserve  its  credit  unimpeached,  and  which  com- 
mercial people  are  perfectly  willing  to  receive,  be  so  augmented 
in  quantity  as  to  raise  the  local  prices  of  commodities?" 

"I  do  not  conceive  that  that  piece  of  paper,  for  which  I  am 
obliged  to  give  a  valuable  article  of  merchandise,  can  lie  increased 
beyond  the  want  of  it;  nobody  will  give  a  valuable  article  for  a 
piece  of  paper  that  does  not  want  it." 

"Have  yon  ever  happened  to  pay  any  attention  to  the  history 
of  the  paper  currency  of  Scotland  between  30  and  40  years  ago, 
or  to  that  of  Ireland  about  the  year  1804  ?  " 

"Some  years  ago  I  remember  reading  something  about  them, 
but  the  recollection  is  rather  faint  upo y  mind." 

"  Do  you  call  that  paper,  in  your  sense  of  the  word  forced,  a 
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forced  paper  currency,  which  either  by  law  as  it  stands,  or  by 
the  force  of  public  opinion,  is  not  convertible  into  specie  at  the 
option  of  the  holder?  " 

"  If  it  be  convertible  into  other  objects  of  my  gratification 
without  depreciation  I  do  not  consider  it  forced." 

"  At  the  Mint  price  of  standard  gold  in  this  country  how 
much  gold  does  a  Bank  of  England  note  for  £1  repi-esent  ?  " 

"  Five  dwts.  three  grns." 

"At  the  present  market  price  of  standard  gold,  of  £4  12s. 
per  ounce,  how  much  gold  do  you  get  for  a  Bank  of  England 
note  for  £1. 

"  Four  dwts.  8  grns." 

"Do  you  consider  that  a  Bank  of  England  note  for  £1,  under 
these  present  circumstances,  is  exchangeable  in  gold  for  what  it 
represents  in  that  metal  ?  " 

"  I  do  not  conceive  gold  to  be  a  fairer  standard  for  Bank  of 
England  notes  than  indigo  or  broadcloth." 
( Question  repeated.) 

"  If  it  represents  twenty  shillings  of  that  metal  at  the  coinage 
price,  it  is  not." 

***** 

"Will  you  state  to  the  Committee,  in  your  opinion,  to  what 
cause  is  referable  the  present  unfavourable  state  of  exchange,  be- 
tween England  and  the  continent?" 

"  To  the  balance  of  payments  being  against  this  country." 

"  Can  you  give  cases  to  illustrate  the  fact  that  you  have  as- 
signed of  the  balance  of  payments  being  against  this  country?" 

"Large  British  armies  upon  the  continent;  slow  returns  for 
exports;  quick  payments  for  imports;  and  very  large  stocks  of 
imported  goods  now  on  hand  in  the  country." 

"Is  there  any  other  cause  to  which  you  attribute  the  present 
state  of  exchange?" 

"  I  know  of  none  other  that  can  affect  it,  excepting  that  of  a 
forced  depreciated  paper." 

"  Is  it  your  opinion  that  the  currency  of  England  is  depreciated  ?  " 

"  Certainly  not." 

50.  Upon  this,  Mr.  Huskisson  remarks: — "In  these  answers 
this  leading  doctrine  is  manfully  and  ingeniously  asserted,  and 
maintained;  and  all  who  stand  up  for  the  undepreciated  value  of 
Bank  paper,  however  disguised  their  language,  must  ultimately 
come  to  the  same  issue."  It  was,  in  fact,  as  the  same  writer  just 
before  states,  these  persons  had  j)ersuaded  themselves  and 
endeavoured  In  persuade  others  that  Bank  paper  is  the  real  and 
fixed  measure  of  all  commodities,  and  that  gold  is  only  one 
of  t lie  articles,  of  which  in  common  with  others,  the  value  is 
to  be  ascertained  by  a  reference  to  this  invariable  standard  and 
universal  equivalent,  Bank  paper. 
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51.  It  is  certainly  amazing  to  think  how  persons  of  ordinary 
intelligence,  conlcl  seriously  make  such  answers  as  Mr.  Chambers 
did,  and  that  these  views  pervaded  the  whole  of  the  mercantile 
evidence  adduced,  the  reply  to  which  is  so  obvious.  A  Bank 
note  was  a  promise  to  pay  a  certain  specified  weight  of  gold  of 
standard  fineness,  and  it  did  not  profess  to  represent  any  amount 
of  indigo  or  broadcloth  whatever.  A  £1  Bank  note  professed  to 
represent  5  dwts.  3  grns.  of  standard  gold  and  nothing  else,  and 
if  it  was  only  really  equivalent  to  4  dwts.  8  grns.,  those  who 
maintain  that  it  was  not  depreciated  must  also  assert  that  4 
dwts.  8  grns.  is  the  same  thing  as  5  dwts.  3  grns.  There  is  no 
escape  from  this  conclusion.  Those  who  maintained  that  a  £1 
Bank  note,  which  was  a  promise  to  pay  5  dwts.  3  grns.  of  gold 
was  still  a  "pound'1  when  it  was  only  worth  4  dwts.  8  grns., 
ought  also  to  have  maintained  that  if  the  fifth  part  were  to  leak 
out  of  a  pint  bottle  of  wine,  it  was  still  a  "  pint  of  wine " 
because  it  was  contained  in  a  pint  bottle.  In  each  case,  the 
"  promise  to  pay,"  and  the  "pint  bottle,"  were  only  the  outward 
sign  of  what  the  contents  ought  to  be ;  in  either  case,  it  was  the 
quantity  of  the  substance,  either  of  gold  or  wine,  they  actually 
did  contain,  that  was  their  true  value. 

52.  Those  who  maintained  that  the  Bank  note  was  not  de- 
preciated should  also  have  maintained  that  the  worn,  the  clipped, 
and  degraded  coin  of  William  III.  was  not  depreciated,  when 
6s.  3d.  and  7s.  only  contained  as  much  silver  as  5s.  2d.  ought  to 
have  done  by  law ;  so  that  5s.  2d.  was  only  equal  in  reality  to 
4s.  Id.  of  the  legal  standard  currency. 

53.  It  must  be  admitted,  however,  that  there  was  one  argument 
to  show  that  there  was  no  difference  in  transactions  between 
specie  and  paper,  for  specie  had  totally  disappeared  from  cir- 
culation, it  had  no  existence.  The  Bank  paper  and  tokens  were 
the  sole  circulating  medium  of  the  country.  When  people  found 
that  they  could  get  no  more  for  their  good  golden  guineas,  than 
for  the  depreciated  Bank  paper,  they  hoarded  them;  they  either 
retained  them  locked  up,  or  melted  them  down  for  exportation, 
the  temptation  to  perjury  being  exactly  12s.  per  ounce.  The 
explanation  of  these  phenomena  is  veiy  simple.  When  Bank 
notes  were  declared  inconvertible,  they  took  rank  as  a  new 
substantive  currency  (being  merely  representative  before),  exactly 
like  silver.  Now,  the  relative  value  of  gold  and  silver  purely 
depended  upoD  their  relative  quantities,  and  when  their  relative 
values  were  lixed  by  law,  if  the  legal  value  did  Hot  correspond 
to  the  market  value,  we  have  seen  over  and  over  again  thai  (lie 
metal  which  was  undervalued  was  driven  out  of  circulation. 
So,  also,  when  heavy  and  light  coins  circulated  together,  the 
heavy  coins  were  driven  out  of  circulation  because  the  heavy 
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coins  were  undervalued,  and  nobody  would  give  6  ounces  of 
silver  for  what  they  might  buy  with  5  ounces.  It  was  exactly 
the  same  with  Bank  notes.  They  could  only  preserve  their 
relative  value  with  gold,  by  preserving  certain  relative  propor- 
tions in  their  quantity ;  as  soon  as  this  quantity  was  exceeded, 
their  relative  value  fell,  and  as  their  relative  value  to  guineas 
was  fixed  by  law,  a  change  in  their  market  value  was  followed 
by  exactly  the  same  consequences  as  a  difference  between  the 
market  and  legal  value  of  gold  and  silver.  The  guineas  which 
were  undervalued  were  driven  out  of  circulation,  as  always  has 
been  done  under  similar  circumstances,  and  as  always  will  be 
done  to  the  end  of  time.  Nobody  would  give  5  dwts.  8  grns. 
of  gold  for  what  they  could  get  for  4  dwts.  8  grns.  Thus  this 
iniquitous  and  ignorant  law  to  force  down  the  value  of  guineas, 
brought  its  own  punishment  with  it :  it  destroyed  their  existence 
as  a  circulating  medium ;  but  then  it  became  literally  true  that 
there  was  no  difference  between  specie  and  paper;  the  power  of 
making  an  invidious  distinction  between  notes  and  gold  was 
effectually  cured, — solitudinem  faciunt,  pacem  appellant/  when 
the  inhabitants  were  massacred,  the  Russians  proclaimed  "Vordre 
regne  a  Varsovie." 

54.  With  respect  to  the  second  issue  joined  between  these 
parties,  the  principal  places  with  which  London  had  established 
exchanges  were  Amsterdam,  Hamburg,  and  Paris,  in  all  of 
which  the  currency  was  metallic.  The  Committee  examined 
witnesses,  who  proved  that  the  whole  expenses  of  freight,  in- 
surance, war  risk,  and  every  other  charge,  varied  from  about  4 
to  5|  per  cent.,  but  beyond  these  there  was  a  depression  of  12 
to  14  per  cent.,  totally  unaccountable  for  by  any  of  these  causes. 
If  it  were  true  that  this  difference  ai*ose  from  a  demand  for  gold 
on  the  continent,  it  is  quite  evident,  that  gold  should  equally 
have  risen  in  the  continental  markets;  but  those  who  alleged 
this  cause  should  have  been  prepared  with  a  proof  of  their 
assertions,  which,  however,  they  were  totally  unable  to  pro- 
duce. On  the  contrary,  it  was  proved  that  there  was  no 
alteration  in  the  Mint  price  of  gold  hi  foreign  places,  and  that 
the  market  prices  had  experienced  no  rise  at  all  in  proportion  to 
the  rise  in  England. 

55.  While  the  English  merchants  so  strenuously  maintained 
that  the  rate  of  exchange  wTas  entirely  due  to  the  balance  of 
payments  being  against  England,  and  that  the  Bank  paper  was 
not  depreciated,  it  may  be  as  well  to  compare  the  opinions  of  a 
foreign  merchant  who  looked  at  the  same  circumstances  from  a 
different  point  of  view.  After  stating  the  difficulty  of  ascer- 
taining the  exact  par  of  exchange  between  London  and  Hamburg, 
from  the  fact  of  one  currency  being  silver  and  the  other  gold, 
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he  considei'ecl  that  the  rate  of  exchange  might  be  considered  as 
15  per  cent,  againsl  England. 

"lias  not  a  large  quantity  of  circulating  specie  a  powerful 
tendency  to  steady  the  course  of  exchange?  " 

"  Yes,  certainly,  when  its  importation  and  exportation  is  not 
prohibited,  and  as  forming  the  only  basis  that  regulated  the  par 
of  exchange." 

"Is  not,  then,  any  country  whose  chief  circulation  is  in  paper, 
likely  to  experience  great  fluctuations  in  the  course  of  exchange 
with  other  nations?" 

"  When  that  paper  is  not  convertible  into  cash,  it  only  repre- 
sents, in  my  opinion,  an  ideal  and  not  a  real  value,  subject  to 
public  opinion,  and,  consequently,  liable  to  the  very  great  fluctua- 
tions which  public  opinions  are  subject  to." 

"  Is  there  not  an  agio  (or  premium)  at  Hamburg,  for  banco 
above  the  current  money  ?  " 

"  Not  according  to  my  ideas ;  but,  on  the  contrary ;  it  is 
the  different  current  coins  that  bear  an  inferior  value  to 
the  Bank  money,  and  which  vary  daily,  every  thing  there 
being  valued  according  to  Bank  money,  or  a  certain  weight  of 
fine  silver." 

"  What  is  the  extent  to  which  you  conceive  that  the  exchange 
is  capable  of  falling  in  any  country  in  Europe  at  the  present 
time,  supposing  it  to  be  computed  in  coin  of  a  definite  value,  or 
in  something  convertible  into  a  definite  quantity  of  gold  or  silver 
bullion?" 

"The  charge  of  transporting  it,  together  with  an  adequate 
profit  in  proportion  to  the  risk  the  transmitting  such  specie  is 
liable  to,  would  be  the  extent  of  the  fluctuation." 

The  witness  stated  that  the  whole  of  these  causes  put  together 
might  amount  to  5|-  or  6  per  cent. 

"Do  you  not  then  conceive  that  such  a  fall  of  our  exchange 
as  has  exceeded  the  sum  necessary  to  compensate  for  the  expense 
of  transporting  gold  or  silver,  in  the  last  15  months,  must  be 
referred  to  the  circumstance  of  the  existence  of  a  paper  currency 
not  convertible  into  specie  ?  " 

"  Yes,  certainly." 

"Do  you  conceive,  then,  that  out  of  the  15  or  20  per  cent, 
which  the  English  exchange  has  fallen  in  the  last  15  months,  the 
large  portion  of  from  10  to  12,  or  13  per  cent,  may  be  referable 
to  the  circumstance  of  our  paper  currency  not  being  convertible 
to  casli  ?" 

"  I  am  clearly  of  that  opinion." 

"Do  you  then  consider  our  paper  :is  depreciated  10  to  13  per 
cent,  in  consequence  of  its  non-con\ ertibility  into  cash  ?  " 

"As  I  value  everything  by  bullion,  I  conceive  the  paper  cur- 
rency of  this  country  to  be  depreciated  to  the  full  extent  of  the 
15  or  20  per  cent.,  or  rather  the  difference  in  this  country  be- 
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t  ween  the  price  of  bullion  and  the  rate  by  which  the  coin  is 
issued  from  the  Mint." 

"  Do  you  conceive  the  balance  of  trade  with  the  continent  of 
Europe  to  be  now  for  or  against  this  country?" 

"I  conceive  it  to  be  considerably  in  favour  of  this  country, 
though  not  to  the  extent  as  generally  stated  in  figures ;  those 
figures,  representing,  in  my  mind,  only  about  80  per  cent,  of 
their  nominal  value." 

5G.  With  respect  to  the  third  issue  between  the  parties, 
nothing  can  be  clearer  than  that  a  diminution  in  the  quantity  of 
paper  in  circulation  must  have  enhanced  its  value  relatively  to 
all  other  commodities,  including  gold ;  and  as  the  market  price  of 
gold  was  determined  solely  with  reference  to  the  price  paid  for 
it  in  Bank  paper,  and  not  in  guineas,  it  is  evident  that  a  reduc- 
tion of  the  quantity  of  paper  must  have  reduced  the  price  of 
gold  when  expressed  in  paper,  and  brought  the  real  value  of  the 
note  nearer  to  its  nominal  value  ;  and,  by  thus  raising  the  value 
of  the  whole  currency,  it  must  necessarily  have  raised  the  foreign 
exchanges  to  par,  if  the  diminution  was  carried  to  a  sufficient 
extent,  and  so  would  have  brought  gold  back  again  into  circulation. 

57.  The  fourth  issue  between  these  parties  contains  a  perfectly 
new  theory  of  the  paper  currency,  which  had  previously  been 
announced  by  the  directors  of  the  Bank  of  Ireland.  As  this 
may  be  considered  as  one  of  the  most  fanxms  theories  of 
currency,  we  think  it  will  be  advantageous  to  defer  the  dis- 
cussion of  it  till  the  chapter  in  which  we  shall  consider  several 
theories  of  the  subject  together.  It  is  sufficient  to  say  here  that 
the  Bullion  Report  especially  condemned  it. 

58.  The  above  may  be  considered- as  the  chief  points  agitated 
before  the  Committee,  which  are  material  to  our  subject.  "We 
may  now  give  a  short  abstract  of  the  arguments  and  recommen- 
dations of  the  Report.  It  begins  by  stating  the  existing 
difference  between  the  market  and  the  Mint  price  of  gold.  The 
former  being  about  £4  10s.,  being  15|-  per  cent,  above  the  latter. 
The  same  difference  prevailed  hi  the  price  of  silver.  The  foreign 
exchanges  had  also  begun  to  be  extremely  unfavorable  to  Eng- 
land in  1808,  and  had  become  more  so  during  1809,  at  that  time 
the  exchange  with  Hamburg  was  9  per  cent,  below  par,  with 
Amsterdam  7  per  cent,  below  par,  and  with  Paris  14  per  cent, 
below  par.  So  extraordinary  a  rise  in  the  market  price  of  gold 
above  the  Mint  price,  coupled  with  the  extraordinary  depression 
of  the  foreign  exchanges,  had  early  convinced  the  committee 
that  the  cause  of  them  was  to  be  found  in  the  state  of  our 
domestic  currency.  But  upon  both  these  points  they  had  been 
anxious  to  collect  the  opinions  of  merchants. 
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59.  Most  of  the  witnesses  attributed  the  high  price  of  gold 
entirely  to  an  alleged  scarcity,  arising  from  the  unusual  con- 
tinental demand  for  it,  but  it  was  proved  that  at  Hamburg 
during  the  preceding  year,  when  the  price  rose  so  high  in  this 
country,  the  fluctuations  had  never  exceeded  3  or  4  percent. 
At  Hamburg- the  price  of  gold  was  expressed  in  silver  like  any 
other  commodity,  and  the  Committee  considered  the  change  in 
the  market  and  Mint  price  of  gold  at  Hamburg  and  Amsterdam 
in  the  last  few  years,  to  shew  that  a  change  had  taken  place  in 
the  relative  value  of  the  two  metals  all  over  the  world.  Silver 
having  fallen  in  its  relative  value  to  gold  all  over  the  world,  gold 
has  appeared  to  rise  in  price  in  those  markets  where  silver  is  the 
legal  measure,  and  silver  to  fall  in  those  markets  where  gold  is 
the  legal  measure. 

60.  With  respect  to  the  demand  on  the  continent  causing  the 
rise  in  the  market  price,  the  same  eifect  ought  to  have  been 
observed  in  former  wars  if  that  had  been  the  case.  But  it  had 
not  been  so  during  the  seven  years'  war,  and  in  the  American 
war  there  had  been  no  want  of  bullion  in  the  country.  The  two 
most  remarkable  times  when  the  market  price  had  exceeded  the 
Mint  price,  were  in  King  William's  reign,  when  the  silver  coin 
was  very  much  below  the  standard,  and  in  the  beginning  of 
George  III.'s  reign,  when  the  gold  coin  was  in  a  very  degraded 
state.  In  both  cases  the  reformation  of  the  coinage  had 
effectually  lowered  the  market  to  the  Mint  price,  and  since  1773, 
when  the  gold  coinage  was  reformed,  till  1797,  the  market  price 
had  never  materially  risen  above  the  Mint  price;  even  in  1796 
and  1797,  when  there  was  such  a  scarcity  of  gold,  on  account  of 
the  demand  of  country  bankers  to  meet  the  run  upon  them. 
The  Committee,  moreover,  totally  disbelieved  the  fact  of  the 
alleged  scarcity  of  gold,  as  witnesses  had  proved  that  there  was 
no  difficulty  at  all  in  getting  any  quantity  of  it,  by  those  who 
choose  to  pay  the  price  of  it,  and  that  the  changes  which  had 
lately  taken  place  in  commercial  matters,  had  caused  immense 
quantities  both  of  gold  and  silver  to  be  imported  into  this 
country.  There  was,  therefore,  not  only  no  evidence  of  the 
alleged  scai-city,  but,  on  the  contrary,  the  evidence  proved  the 
opposite  fact. 

61.  But  even,  had  there  been  a  scarcity,  the  idea  that  the 
market  price  could  rise  above  the  Mini  price,  arose  from  a  mis- 
conception. That  gold  was  iii  this  country  the  measure  of  all 
exchangeable  value  both  by  custom  and  law.  That  commodities 
were  said  to  be  dear  or  cheap,  according  as  they  exchanged  for 
more  or  less  gold;  but  that  a  gvo<  n  quantity  of  gold  could  rn  ver 
exchange  for  a  greater  or  less  quantity  of  gold  of  the  same 
standard  fineness,  except  l>y  a  \ery  small   quantity,  which  was 
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the  measure  of  the  convenience  of  having  it  in  coin  rather  than 
in  bullion,  or  the  reverse.  An  ounce  of  standard  gold,  then, 
could  never  fetch  more  in  the  market  than  £3  17s.  10^d.,  unless 
£3  17s.  io7}d.  in  our  currency  contained  less  than  an  ounce  of 
(fold.  That  if  gold  became  exceedingly  scarce  it  would  become 
more  valuable,  compared  to  other  commodities,  whose  prices 
would  consequently  fall,  while  the  money  price  of  gold  must 
necessarily  remain  unaltered,  but  that  was  not  the  case  at  present, 
the  prices  of  all  commodities  had  risen,  and  the  price  of  gold 
li.nl  also  risen,  which  facts  could  only  be  accounted  for  by  the 
state  of  the  currency. 

62.  The  report,  then,  explains  the  circumstances  which  might 
cause  a  difference  between  the  market  and  the  Mint  price  of 
gold,  the  deterioration  of  the  coinage,  the  delay  in  having  bullion 
coined,  the  obstruction  to  exportation, — these  two  latter  causes 
amounted  to  about  5^-  per  cent.  None  of  these  causes  existed 
at  Hamburg  with  respect  to  silver.  The  currency  was  a  regular 
fixed  weight  of  silver,  of  standard  fineness,  and  no  obstruction 
was  offered  to  the  utmost  freedom  of  exportation.  And  in 
England,  the  variation  had  never  exceeded  5^  per  cent.,  while 
the  Bank  paid  in  gold,  and  the  coin  was  of  full  weight. 

63.  Since  the  suspension  of  cash  payments,  however,  gold,  in 
a  manner,  had  ceased  to  be  the  measure  of  value,  nor  was  there 
any  other  standard  of  prices  than  that  circulating  medium,  issued 
partly  by  the  Bank  of  England,  and  secondly,  by  the  country 
banks,  the  variations  in  value  of  which  were  only  proportionate 
to  their  quantity.  That  it  was  highly  desirable  that  the  value  of 
this  circulating  medium  should  be  brought  to  a  conformity  with 
its  real  and  legal  standard,  gold  bullion. 

64.  If  the  gold  coin  of  the  country  were  to  become  much 
lessened  in  weight,  or  debased  in  the  standard,  the  market  price 
would  evidently  rise  in  like  proportion  above  the  Mint  price ; 
for  the  Mint  price  is  the  sum  in  coin,  which  is  equivalent  in 
value  to  a  given  quantity,  say  an  ounce,  of  the  metal  in  bullion, 
and  if  the  intrinsic  value  of  that  sum  in  coin  be  lessened,  it  is 
equivalent  to  a  less  quantity  of  bullion  than  before.  The  same 
effects  would  follow,  if  a  paper  currency,  no  longer  convertible 
into  gold,  were  issued  in  excess.  For  that  excess,  not  being 
exportable  to  other  countries,  or  convertible  into  specie,  remains 
in  the  channel  of  circulation,  and  is  gradually  absorbed  by  the 
increasing  prices  of  all  commodities,  which  will  rise  exactly  in 
the  same  manner  as  they  rose  when  the  great  increase  of  the 
precious  metals  took  place.  Consequently,  the  prices  of  all 
commodities,  bullion  included,  must  rise,  and,  if  this  fall  in  the 
value  of  the  currency  of  one   country  takes  place  without  a  cor- 
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responding  fall  in  the  value  of  neighbouring  countries,  their 
currencies  will  no  longer  retain  the  same  relative  value,  and, 
consequently,  the  exchanges  will  fall  to  the  disadvantage  of  that 
particular  country.  Such  must  be  the  effects  in  any  country,  of 
an  excessive  quantity  of  currency  which  is  not  exportable,  and 
which  is  not  convertible  into  coin  which  is  exportable. 

65.  The  difference  of  exchange  between  any  two  places, 
arising  from  the  state  of  trade,  and  payments  between,  could 
never  permanently  exceed  the  expense  of  conveying  and  insuring 
the  precious  metals  from  one  to  the  other.  The  position  was  so 
plainly  true,  and  agreed  upon  by  all  practical  authorities,  both 
commercial  and  political,  as  to  be  perfectly  indisputable.  That 
in  time  of  war  the  risk  would,  of  course,  be  increased ;  but, 
taking  into  consideration  all  these  circumstances,  the  entire 
expenses  of  sending  bullion  to  Holland  did  not  exceed  7  per 
cent.,  and  to  Paris  a  little  more,  these  causes  might,  therefore, 
depress  the  exchange  to  that  extent,  but  no  lower.  But  the 
depression  had  lately  amounted  to  nearly  20  per  cent.,  con- 
sequently, after  exhausting  all  these  causes  of  depression,  there 
remained  a  large  residual  depression  to  be  accounted  for ;  and 

that  RESIDUAL  DEPRESSION  COULD  ONLY  BE  ACCOUNTED  EOR 
AND  WAS  OWING  TO  THE  DEPRECIATED  STATE  OF  THE  DOMESTIC 
CURRENCY. 

66.  The  great  general  result,  then,  of  all  these  foregoing  prin- 
ciples and  facts  was,  that  in  the  then  artificial  state  of  the 
currency,  it  was  a  point  of  the  greatest  importance  to  watch  the 
foreign  exchanges  and  the  market  price  of  gold  bullion,  and  the 
Committee  were  anxious  to  know  if  the  directors  of  the  Bank  of 
England  regarded  the  matter  in  the  same  light,  and  whether 
the  great  disturbance  in  the  price  of  gold  and  the  foreign  ex- 
changes, during  the  last  year,  had  made  them  suspect  that  the 
currency  was  excessive.  The  directors,  however,  totally  repu- 
diated those  notions  and  ideas;  they  maintained  that  their 
issues  and  the  foreign  exchanges  and  price  of  gold  had  no  con- 
nection whatever  to  each  other,  and  that,  in  making  their  issues, 
they  never  paid  the  slightest  regard  to  either  one  or  the  other, 
and  that  no  modification  of  their  paper  currency  would  influence 
either  the  price  of  gold  or  the  foreign  exchanges. 

67.  The  report  then  proceeds  to  disprove  the  opinions  of  the 
Bank  by  historical  references.  Thc\  quoted  the  cases  of  the 
derangement  of  the  Scotch  currency  in  1  763,  of  the  Irish  currency 
in  1804,  both  of  which  are  fully  detailed  in  this  work,  they  then 
quoted  the  case  of  the  Bank  of  England  in  1696-7,  which  has 
been  described  with  much  minuteness  mi  the  preceding  chapter, 
where  the  extract  from  this  report  has  a  1  read \  been  quoted  and 
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commented  upon.  But,  though  Ave  have  been  obliged  to  point 
out  the  grievous  chronological  errors  with  which  it  abounds,  it 
is  remarkable  that  the  correction  of  these  errors  does  not  in  any 
way  weaken  or  contradict  the  arguments  of  the  Bullion  Report; 
on  the  contrary,  the  true  state  of  the  case  materially  strengthens 
and  adds  force  to  all  the  principles  of  the  Report. 

68.  In  former  times,  a  high  price  of  bullion,  and  an  adverse 
state  of  the  exchanges,  had  compelled  the  directors  of  the  Bank 
to  reduce  their  issues,  to  counteract  the  drain  of  guineas,  and 
preserve  their  own  safety.  They,  perhaps,  did  not  understand 
the  principles  of  the  case  better  than  the  directors  of  the  then 
time,  but  they  felt  the  practical  inconvenience,  and  were  obliged 
instinctively  to  obey  its  impulse,  which  circumstance  imposed  a 
practical  limit  upon  their  issues.  But,  since  the  restriction,  they 
did  not  feel  the  inconvenience,  and  that  check  had  been  removed; 
nevertheless,  it  was  the  clear  and  decided  opinion  of  the  com- 
mittee, that  the  Bank  ought  to  continue  to  regulate  their  issues 
by  the  market  price  of  bullion  and  the  foreign  exchanges,  in  the 
same  manner  as  they  had  been  obliged  to  do  befoi'e  the  suspen- 
sion^ and  that  the  high  price  of  gold  bullion,  and  the  depression 
of  the  foreign  exchanges  beyond  the  limits  before  described, 
were  to  be  ascribed  to  the  neglect  of  the  due  limitation  of  the 
paper  currency. 

69.  Since  the  checks  above  described  had  been  removed,  the 
Committee  were  anxious  to  know,  upon  what  principles  the 
directors  had  regulated  their  issues.  The  Directors  and  some 
of  the  merchants  showed  a  great  anxiety  to  state  a  doctrine,  of 
whose  truth  they  were  thoroughly  convinced,  that  there  could 
be  no  possible  excess  in  the  issue  of  Bank  of  England  paper,  so 
long  as  the  advances  in  which  it  is  issued  consist  of  the  discount 
of  mercantile  bills  of  undoubted  solidity,  arising  out  of  real  com- 
mercial transactions,  and  payable  at  short  and  fixed  periods. 
These  were  the  principles  which  then  governed  the  Bank,  and 
what  they  said  indicated  the  only  true  limit  that  need  be  imposed 
on  their  issues.  Nevertheless,  the  Report  says  such  a  doctrine  is 
wholly  erroneous  in  principle,  and  pregnant  with  dangerous  con- 
sequences. The  Report  then  proceeds  to  shew  the  fallacy  of  this 
theory  of  paper  currency,  which,  as  we  have  already  observed, 
we  shall  reserve  for  future  consideration,  along  with  several 
other  theories  upon  the  subject. 

TO.  The  limitation  of  the  rate  of  interest  by  law  to  5  per  cent. 
produced  injurious  effects,  by  fanning  a  spirit  of  speculation,  and 
making  more  extensive  demands  for  discounts.  Consequently, 
the  directors  themselves  had  been  obliged  frequently  to  limit 
their  advances,  and  did  not  act  up  to  their  own  principles,  which 
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they  considered  sound  and  safe,  and,  consequently,  they  had  no 
distinct  or  certain  rule  to  guide  them. 

71.  The  suspension  of  cash  payments  had  thrown  into  the 
hands  of  the  Directors  of  the  Bank,  the  important  charge  of 
supplying  the  circulating  medium  of  the  country  at  their  sole 
discretion.  That  the  most  complete  knowledge  of  the  state  of 
trade,  combined  with  the  most  profound  science  in  all  the  prin- 
ciples of  money  and  currency,  could  not  enable  any  set  of  men 
always  to  adjust  the  circulating  medium  properly  to  the  trade  of 
the  country.  That  the  precious  metals  were  the  only  natural 
adjusters  of  these  things,  which  could  not  be  replaced  by  any 
human  wisdom  or  skill.  That  the  Directors  of  the  Bank  had 
exercised  the  new  and  extraordinary  discretionary  powers  en- 
trusted to  them,  with  great  integrity  and  regard  to  the  public 
interests,  according  to  their  conception  of  it,  and  with  more 
forbearance  than  might  have  been  expected ;  but,  unfortunately, 
the  principles  upon  which  they  acted,  were  fundamently  erro- 
neous, and  they  had  been  hi  a  great  measure  the  cause  of  the 
continuance  of  the  great  disturbance  in  the  monetary  system. 

72.  The  Report  then  gave  some  statistics  regarding  the 
quantity  of  notes  in  circulation  at  different  periods  since  the 
restriction.  However,  they  said  that  the  actual  numerical 
amount  of  notes  in  circulation  at  any  given  time,  was  no 
criterion  whatever,  as  to  whether  it  was  excessive  or  not. 
Different  states  of  trade,  and  different  extents  of  commercial 
operations,  would  require  different  amounts  of  notes.  "When 
public  credit  was  good,  a  smaller  amount  would  be  required 
than  when  public  alarm  was  felt,  and  people  had  recourse  to 
hoarding.  Moreover,  the  different  methods  of  doing  business, 
and  economising  the  use  of  the  currency,  much  influenced  the 
amount  which  might  be  proper  and  necessary  at  any  period. 
The  improved  methods  of  business,  the  policy  of  the  Bank,  the 
increased  issues  of  country  bankers,  had  aJU  tended  to  diminish 
the  quantity  of  Bank  notes  necessary  for  commerce.  Conse- 
quently, the  numerical  amount  alone  was  no  criterion  whatever; 
a  surer  test  must  be  applied,  and  that  sure  criterion  was  only  to 
be  found  in  the  state  of  the  exchanges,  and  the  price  of  gold 
bullion. 

73.  The  experience  of  the  crisis  of  1793  had  proved  that  an 
enlarged  accommodation  was  the  true  remedy  for  the  failure  of 
confidence  in  country  districts,  such  as  the  system  of  paper 
credit  was  occasionally  exposed  to.  That  it  was  true  that  the 
Dank  had  refused  the  enlarged  accommodation  in  1793.  Bu1 
the  issue  of  Exchequer  bills  was  exactly  the  same  in  principle, 
and  the  good  effects  thai   followed  that   issue  proved  the  truth 
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of  the  principle,  that  if  the  Bank  had  had  the  courage  to  extend 
its  accommodation  in  1797,  instead  of  contracting  it  as  they  did, 
the  catastrophe  which  followed  might  probably  have  been 
av<  dded.  Some  persons  thought  so  at  that  time,  and  many  of  the 
directors,  since  the  experience  of  1797,  were  now  quite  satisfied 
that  the  course  adopted  by  the  Bank  in  that  year  increased  the 
public  distress,  in  which  opinion  the  committee  fully  concurred. 

74.  A  very  important  distinction,  however,  was  to  be  observed 
between  a  demand  for  gold  for  domestic  purposes,  sometimes 
great  and  sudden,  and  caused  by  a  temporary  failure  of  confi- 
dence, and  a  drain  arising  from  the  unfavourable  state  of  the 
foreign  exchanges,  that  a  judicious  increase  of  accommodation 
was  the  'proper  remedy  for  the  former  phenomenon,  but  a  dim- 
inution of  its  issues  the  correct  course  to  adopt  in  the  latter. 

75.  That  the  present  issues  were  excessive,  but  that  it  was 
essential  to  the  commercial  interests  of  the  country,  and  to  the 
general  fulfilment  of  mercantile  engagements  contracted  during 
the  too  free  issue  of  paper,  that  the  reduction  should  be  made 
gradually  and  with  great  caution  and  discretion.  They  then 
give  some  details  of  the  great  increase  of  country  Bank  notes, 
and  the  facilities  of  abuse  and  excessive  issues  afforded  by  the 
then  state  of  the  law  respecting  them. 

76.  Upon  all  those  facts  and  reasonings,  then,  the  general 
conclusions  arrived  at  were :  That  at  that  time  there  was  an 
excessive  paper  currency,  of  which  the  most  unequivocal 
symptom  was  the  very  high  price  of  gold  bullion,  and  next  to 
that  the  very  depressed  state  of  the  foreign  exchanges.  That 
the  excess  was  to  be  attributed  to  the  removal  of  all  control 
on  the  issues  of  the  Bank  of  England  by  the  suspension  of  cash 
payments.  It  was  greatly  to  be  regretted,  therefore,  that  this 
Act,  which  at  best  was  only  intended  to  be  temporary,  had  been 
continued  as  a  permanent  war  measure.  The  enormous  evils 
and  injury  to  all  classes  of  the  community  by  the  great  derange- 
ment of  the  measure  of  value,  were  too  notorious  to  be  necessary 
to  describe,  and  there  was  every  prospect  of  their  continuing 
and  increasing:  that  the  integrity  and  honour  of  Parliament 
imperatively  required  that  an  end  should  be  put  to  this  state  of 
things  at  the  earliest  practicable  moment. 

77.  That  the  continuance  of  this  state  of  matters  held  out 
a  temptation  to  Parliament,  to  have  recourse  to  a  depreciation 
of  the  gold  coin,  by  an  alteration  of  the  standard,  which  had 
been  done  by  many  Governments  under  similar  circumstances, 
and  which  might  be  the  easiest  remedy  to  the  evil.  But  it 
would  be  a  great  breach  of  public  faith  and  of  the  primary  duty 
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of  Government,  to  prefer  the  reduction  of  the  coin  dowD  to  the 
paper,  rather  than  the  restoration  of  the  paper  to  the  legal 
standard  of  the  coin. 

78.  Some  proposals  had'been  made  of  remedying  the  evil, 
by  a  compulsory  limitation  of  the  amount  of  the  Bank's  advances 
or  discounts,  or  of  its  profits  or  dividends.  All  these,  however, 
were  futile,  because  the  necessary  proportions  never  could  be 
fixed,  and  even  if  it  were  so,  might  very  much  aggravate  the 
inconveniences  of  a  temporary  pressure,  and  even  if  their 
efficacy  could  be  made  to  appear,  they  would  be  most  hurtful 
and  improper  interferences  with  the  rights  of  commercial 
property. 

79.  The  only  true  and  proper  remedy  for  all  these  evils  was, 
therefore,  a  resumption  of  cash  payments.  That,  however, 
was  an  operation  of  the  greatest  delicacy,  and  it  must  be  left 
entirely  to  the  discretion  and  prudence  of  the  Bank  to  carry  it 
into  effect.  Parliament  should  merely  fix  the  time,  and  leave  it 
to  them  to  carry  out  the  details.  Under  all  the  circumstances, 
a  period  of  two  years  seemed  to  be  not  longer  than  necessary, 
and  at  the  same  time  sufficient  to  enable  them  to  prepare  for  it. 
The  Committee  finally  concluded  by  recommending  an  Act  to 
be  passed  to  compel  the  resumption  of  cash  payments  in  two 
years  from  that  time. 

80.  Such,  we  trust,  is  a  fair  analysis  of  this  famous  Report, 
which  has  acquired  a  celebrity  probably  exceeding  any  report 
that  has  ever  been  presented  to  Parliament.  It  contains  the 
eternal  and  immutable  principles  which  must  regulate  every 
paper  currency  which  makes  any  attempt  to  conform  to  the  value 
of  the  gold  it  represents,  and  if  any  legislation  on  paper  currency 
be  considered  necessary,  it  must  endeavour  to  enforce  the  prac- 
tical application  of  the  principles  of  this  Report,  and  just  in  so 
far  as  it  deviates  from  or  contravenes  them,  so  it  will  be  found 
to  thwart  and  contravene  the  eternal  principles  of  Political 
Economy.  All  legislation,  then,  on  the  currency  should  have  as 
its  object  merely  to  provide  the  best  machinery  for  ensuring  the 
practical  application  of  these  principles.  The  general  principles 
laid  down  in  this  Report  are  as  complete  a  matter  of  demonstra- 
tion as  any  in  Euclid;  the  method  of  treating  the  subject  is  as 
scientific  as  any  of  the  great  discoveries  in  natural  philosophy, 
which  have  excited  the  admiration  of  the  world,  nor  could  it 
fail  to  carry  conviction  to  any  one  of  ordinary  intelligence  who 
was  capable  of  understanding  the  force  of  the  arguments.  No 
sooner,  however,  was  it  published  than  it  was  assailed  by  a  whole 
multitude  of  pamphleteers,  whose  obscure  memory  ii  is  not  worth 
while  to  revive  now.     The  interests  affected  by  the  Report  were 
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too  deep  and  extensive  for  it  not  to  be  attacked  by  every  species 
of  ridicule  and  acrimonious  controversy.  We  must  now  advert 
to  its  reception  and  treatment  in  the  House  of  Commons. 

81.  The  Report  was  presented  by  Mr.  Horner  on  the  9th  June, 
1810,  but  was  not  formally  taken  into  consideration  till  the  6th 
May,  1811.  It  was  the  joint  composition  of  Mr.  Homer,  Mr. 
lluskisson,  and  Mr.  Henry  Thornton.  The  debate  was  opened 
by  Mr.  Horner,  who  addressed  the  House  for  upwards  of  three 
hours  in  a  speech  which  obtained  the  admiration  of  all  wTho 
heard  it.  It  is  unnecessary  to  go  over  that  speech  here,  because 
its  line  of  argument  has  already  been  anticipated.  He  ended  by 
moving  a  series  of  sixteen  resolutions.  The  first  seven  related 
to  the  legal  standard  of  value  in  this  country,  with  reference  to 
which  all  contracts  were  made  in  this  country.  8.  That  the 
promissory  notes  of  the  Bank  were  stipulations  to  pay  on 
demand  the  number  of  pounds  sterling  specified  upon  them.  9. 
That  when  Parliament  passed  the  Restriction  Act  it  had  no 
intention  that  the  value  of  these  notes  should  be  altered.  10. 
That,  nevertheless,  they  had  for  a  considerable  time  been  below 
their  legal  value.  (11.)  which  was  caused  by  the  excessive  issues 
of  them,  both  by  the  Bank  of  England  and  the  country  banks. 
12.  13.  That  the  extraordinary  depression  of  the  foreign 
exchanges  was  in  great  part  owing  to  the  depreciation  of  the 
currency  of  this  country,  relatively  to  that  of  other  countries. 
14.  That  during  the  suspension,  the  directors  of  the  Bank  ought 
to  regulate  their  issues  by  the  price  of  bullion  and  the  foreign 
exchanges.  15.  That  the  only  method  of  preserving  the  paper 
currency  at  its  proper  value  was  to  make  it  payable  on  demand 
in  the  legal  coin  of  the  realm.  16.  That  cash  payments  ought 
to  be  resumed  at  the  period  of  two  years  from  that  time. 

82.  Mi*.  Rose  replied  to  Mr.  Horner  : — "He  said  that  he  could 
shew  that  there  was  no  depreciation  of  Bank  paper  from  ex- 
cessive issue,  and  that  the  Report  was  more  full  of  errors  and 
misstatements  than  any  that  had  ever  been  made  to  Parliament. 
He  was  convinced  that  the  issue  of  Bank  notes  could  have  no 
effect  on  the  price  of  gold,  or  on  the  foreign  exchanges.  He 
denied  that  the  increased  price  of  commodities  was  in  any  way 
to  be  attributed  to  the  increase  of  Bank  paper.  The  report  of 
the  Committee  was  directly  in  opposition  to  the  opinions  of  all 
the  witnesses  examined,  except  two.  All  "  experience "  was 
against  the  "reasonings"  of  the  Report.  He  produced  a  table 
shewing  the  number  of  Bank  notes  in  circulation  at  different 
periods,  and  the  market  price  of  bullion  and  the  exchange  with 
Hamburg,  to  shew  that  there  was  no  connection  whatever 
between  them.  However,  the  Committee  had  themselves  most 
pointedly  remarked   that   the   numerical   amount  of  notes  alone 
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was  no  test  of  their  depreciation.  The  enormous  payments 
which  England  made  to  the  continent  during  the  last  two  years 
were  quite  sufficient  to  account  for  the  fall  in  the  exchange. 
That  the  rise  in  the  prices  of  all  commodities  on  the  continent 
had  been  equally  great  in  countries  where  there  was  no  paper 
currency  as  here.  He  went  into  arguments  at  great  length  to 
disprove  the  idea  that  the  issues  of  Bank  notes  had  any  effeel 
on  the  price  of  gold  or  the  exchanges. 

83.  Mr.  Henry  Thornton  stated  that  the  great  question  at 
issue  between  the  Bullion  Committee  and  the  Bank  was,  whether 
its  issues  should  be  regulated  by  the  price  of  gold  and  the 
foreign  exchanges,  and  if  its  excessive  issues  produced  any  elleet 
upon  them.  Mr.  Thornton  argued  at  great  length  in  support  of 
the  principles  of  the  Report,  and  cited  the  case  of  the  Bank  of 
France  in  1805  as  a  remarkable  confirmation  of  the  truth  of  its 
principles.  The  French  Government,  having  occasion  for  a  loan, 
applied  to  the  merchants  for  it,  such  a  transaction  being  con- 
trary to  the  rules  of  the  Bank.  The  merchants  proceeded  to 
fabricate  among  themselves  bills  to  the  requisite  amount,  which 
they  discounted  at  the  Bank,  which  thus  ultimately  became  the 
real  lender.  There  was,  in  consequence,  an  enormous  increase  of 
the  Bank  paper,  a  great  demand  for  specie.  The  Bank  had  to 
bring  back  specie  from  the  provinces  at  a  great  loss — at  length 
it  stopped  payment.  Bank  notes  fell  to  a  discount  of  10  or  12 
per  cent.,  ami  the  foreign  exchanges  fell  10  per  cent.  But  the 
Dank  reduced  its  paper,  and  in  three  months  resumed  payment 
without  difficulty,  and  the  foreign  exchanges  were  rectified. 
Mr.  Thornton  also  quoted  several  other  cases  of  other  countries 
where  the  same  phenomena  had  occurred.  He  then  passed  on 
to  the  question  of  the  standard  of  the  currency,  which  he  said 
Avas  becoming  endangered  by  this  continued  depreciation. 
Indeed,  the  argument  in  favour  of  a  deterioration  of  the  coin 
grew  stronger  every  day.  The  very  argument  of  justice,  after 
a  certain  time,  passes  over  to  the  side  of  deterioration.  If  we 
have  only  been  two  or  three  years  using  a  depreciated  paper, 
justice  is  on  the  side  of  the  former  standard;  if  ten  or  twenty 
years  have  passed  since  paper  fell,  it  may  be  deemed  unfair  to 
restore  the  ancient  standard.  lie  concluded  by  strongly  urging 
Parliarnenl  to  return  to  the  ancient  standard  before  it  was  too 
late. 

84.  Mr.  Vansittart,  who  moved  the  counter-resolutions  to 
Mr.  Horner,  controverted,  at  great  length,  the  principles  of  the 

Report.  lie  asserted  thai  the  only  mode  in  which  a  metallic 
currency  could  have  a  favorable  effeel  on  the  exchanges  was  by 
tsportiithm,  and  that  if  exportation  was  prohibited  by  law,  no 
effect    could     be    produced.       The    amazing  absurdity    of    this 
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assertion  has  been  sufficiently  proved  in  the  course  of  this  work, 
to  need  repetition  here.  These  assertions,  however,  were  sober 
good  sense  compared  to  the  lengths  of  wild  extravagance  into 
which  be  subsequently  plunged.  He  said  that  the  first  seven 
resolutions  argued  on  the  supposition  that  the  standard  was 
something  visible  and  tangible.  "  I  affirm  that  a  standard,  in 
the  sense  used  by  these  gentlemen,  namely,  a  fixed  and  in- 
variable weight  of  the  precious  metals  as  a  measure  of  value 
never  existed  in  this  country !  !  "  He  ridiculed  the  idea  of  the 
resolution  that  the  weight  at  which  any  such  money  is  authorised 
to  pass  current  is  fixed ! !  These  extraordinary  ideas  he  at- 
tempted to  support  by  reference  to  the  degraded  state  the  coin 
had  been  in  at  different  periods,  but  which  were  yet  legal  tender, 
and  which,  he  contended,  proved  that  the  coin  was  not  any 
definite  weight  of  bullion.  It  was  upon  this  point,  he  said,  that 
the  question  of  depreciation  depended.  "  Now,  I  do  not  con- 
sider myself  bound  either  to  admit  or  deny  that  Bank  notes 
have  lost  a  value  which  they  never  possessed,  and  which  the 
legal  coin  of  the  country  never  possessed,  namely,  a  value 
estimated  by  a  fixed  weight  of  gold  or  silver  bullion.  They 
never  had  any  other  than  current  value,  founded  on  the  public 
confidence  in  the  Bank,  and  this  value,  I  firmly  believe,  and  have 
distinctly  stated  in  my  third  proposition,  that  they  possess  as 
much  as  ever."  When  the  whole  of  the  rest  of  his  speech  was 
a  mere  repetition  and  development  of  such  crazy  ideas,  it  is 
mere  waste  of  time  to  give  any  more  details  of  it.  There  is 
one  more  specimen,  however,  which  we  cannot  refrain  from 
extracting.  He  says :  "  it  appears  then,  that  a  diminution  of  the 
value  of  currency  may  have  the  effect  of  improving  the  ex- 
change, but  cannot  by  possibility  depress  it ! !  "  Which  means 
that  the  more  debased  and  worthless  the  currency  of  a  country 
is,  the  more  favourable  should  be  the  foreign  exchanges,  or  the 
higher  should  foreigners  estimate  it.  So  that,  while  the  French 
assignats  were  daily  falling  lower  and  lower  at  home,  the  more 
should  foreigners  have  given  for  them :  so  that,  while  the  French 
themselves  gave  one  livre  in  coin  for  1,200  in  assignats,  the 
English  and  other  foreigners  ought  to  have  given  their  full 
nominal  value  in  coin,  and  even  more  than  that  according  to 
Mr.  Vansittart.  He  then  made  several  triumphant  observations 
about  there  being  no  difference  in  transactions  between  Bank 
notes  and  coin.  He  admitted  that  he  had  been  a  member  of 
the  Irish  Committee  of  1804,  and  had  concurred  in  the  opinion 
that  Irish  Bank  notes  were  depreciated,  but  he  said  that  the 
two  cases  were  not  parallel;  for  it  appeared  not  only  that  the 
current  com  was  openly  sold  at  a  premium,  but  that  an  estab- 
lished difference  of  price  existed  between  payments  in  coin  and 
in  Irish  paper,  while  Bank  of  England  paper  passed  as  equiva- 
lent  to  guineas.       This  depreciation,  however,  he   denied  had 
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proceeded  from  excessive  issues,  but  from  the  political  circum- 
stances of  the  period. 

85.  Such  were  the  leading  arguments  against  the  conclusions 
of  the  Committee,  which,  though  somewhat  varied  in  expression, 
were  constantly  repeated.  After  the  exposition  given  in  our 
chapter  on  the  Coinage,  it  would  be  waste  of  time  to  attempt 
seriously  to  disprove  the  outrageous  folly  of  the  proposition, 
that  the  corns  of  Great  Britain  never  were  intended  to  contain 
any  fixed  or  certain  quantity  of  gold  or  silver  bullion  in  them. 
If  this  had  been  true,  what  was  the  need  of  having  any  gold  or 
silver  in  them  at  aU;  if  it  was  not  to  regulate  their  value  ? 

86.  With  respect  to  the  assertion  that  there  was  no  difference 
in  common  payments  between  guineas  and  Bank  notes,  and  that 
guineas  were  not  openly  selling  at  a  premium,  as  in  Ireland,  the 
answTer  wTas  simple  and  decisive :  if  it  were  so,  it  was  merely 
through  the  terrors  of  the  penal  law.  At  the  very  time  of  this 
debate  three  men  were  lying  under  a  conviction  of  the  crime  of 
selling  guineas  for  more  than  21s.  They  had  been  convicted 
under  an  old  Statute  of  Edward  VI.,  which  did  not  extend  to 
Ireland,  so  that  the  reason  why  guineas  were  sold  publicly  at  a 
premium  in  Ireland  was,  that  there  wTas  no  law  against  it ;  in 
England  it  was  a  criminal  offence,  and,  in  consequence  of  this, 
guineas  had  disappeared  from  circulation.  But  Mr.  Vansittart 
threw  out  another  challenge,  he  acknowledged  that  it  was  legal 
for  tradesmen  to  make  a  distinction  in  prices,  according  as  they 
were  paid  in  money,  or  in  Bank  notes,  and  he  denied  that  such 
a  distinction  existed.  On  this  point,  however,  he  was  met  with 
a  distinct  denial  by  Mr.  Huskisson,  who  said :  "If  paper  were 
sustained  at  all  in  public  estimation,  it  must  be  by  a  support 
growing  out  of  terror,  by  an  estimation  proceeding  at  that 
moment  from  a  consideration  of  a  pending  judgment.  If  this 
were  once  settled,  public  estimation  would  soon  show  what  it 
really  was.  In  every  part  of  the  country  there  were  already 
two  prices;  he  had  undoubted  proof  of  the  fact.  He  had  in  his 
pocket  a  letter  from  a  person  intimately  acquainted  with  Mich 
matters,  which  said  that  two  prices  were  prevalent  in  the 
country,  and  that  the  usual  premium  for  guineas  was  half-a- 
crown." 

87.  Mr.  Sharp,  a  member  of  the  Bullion  Committee,  adduced 
further  fads  to  prove  that  the  Bank  notes  were  depreciated  ;  lie 
said  ii  had  been  usual  to  send  over  specie  to  Guernsey  to  pay 
the  troops  there.  Each  guinea  laid  lately  been  paid  to  the 
soldiers  at  23s./  one  regiment,  however,  had  refused  to  receive 
them  at  that  rate.  In  another  case  he  knew  of  a  person  who 
had  received  a  legacy  of  1,000  guineas  which  was  paid  in  specie; 
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be  went  to  invest  it  in  the  funds,  and,  on  asking  the  price  of  the 
3  per  cents.,  was  told  644.  But,  on  asking  what  the  price  would 
be  it'  paid  in  real  money,  he  was  told,  after  some  consideration, 
he  might  have  it  at  60,  which  was  the  price  actually  paid.  So 
that,  while  the  Government  were  arguing  at  Westminster  that 
guineas  were  of  the  same  value  as  Bank  notes,  they  were  at  the 
same  time  dishonest  enough  to  pay  them  away  to  the  soldiers 
at  238. 

88.  Sir  Francis  Burdett  stated  that,  in  Jersey,  Bank  of  Eng- 
land notes  were  at  a  discount  of  3  per  cent,  as  compared  to  the 
notes  of  their  own  little  bank ;  that  it  was  perfectly  notorious 
that  two  prices  were  common  throughout  the  country.  He 
knew  it  from  his  own  experience;  he  had  been  offered  wine 
at  far  different  prices,  according  as  he  should  pay  for  it  either 
in  Bank  notes  or  in  specie. 

89.  We  have  now  given  so  much  space  to  this  interesting 
discussion,  that  we  can  scarcely  afford  room  to  notice  any  of  the 
other  speeches  upon  the  subject.  When  we  read  the  arguments 
and  evidence,  which  seem  to  be  so  perfectly  satisfactory, 
according  to  all  the  usual  principles  that  command  assent,  we 
feel  some  curiosity  to  know  what  was  the  opposing  theory 
set  up  against  them,  and  it  was  simply  this,  that  the  pound 
sterling  was  nothing  tangible  at  all  !  It  was  an  imaginary 
vision  !  a  vague  idea  !  an  airy  nothing  !  which  never  had  any 
existence  in  nature  at  all,  and  that,  accordingly,  everything, 
money  and  bullion  included,  might  vary  in  endless  changes 
round  this  ideal  centre.  It  had  even  less  substantiality  than  a 
whirl*  of  smoke  !  It;  was  "  a  sense  of  value  "  communicated  in 
some  mysterious  way  from  one  person  to  another.  Mr.  Canning 
pursued'  the  author  of  this  insensate  folly  with  unsparing 
ridicule  in  his  speech.  He  also  ably  pointed  out  the  consequence 
of  not  allowing  guineas  to  circulate  at  their  market  value,  which 
had  been  followed  by  their  total  disappearance,  whereas,  dollars, 
which  were  beginning  to  disappear,  when  they  were  bound 
down  to  the  value  of  the  depreciated  Bank  paper,  were 
immediately  restored  to  circulation,  when  they  were  allowed 
to  pass  current  at  their  real  value.  However,  though  he 
fully  agreed  in  all  the  principles  and  reasonings  of  the  Bullion 
Report,  he  did  not  think  it  expedient  that  the  Bank  should  be 
called  upon  to  resume  cash  payments  in  so  short  a  period 
as  two  years. 

90.  After  a  debate  of  four  nights  the  Committee  divided  on 
the  first  of  Mr.  Horner's  resolutions,  and  it  was  negatived  by  a 
majority  of  151  to  *75.  The  fourteen  next  were  negatived 
without   a  division,  and  the   last    was  rejected   by   a   majority 
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of  180  to  45.     Among  the  names  of  the  majority  was  that  of 
Robert  Peel. 

91.  The  Ministry,  having  defeated  the  Bullion  Committee 
by  so  great  a  majority,  would  have  done  well  to  let  the  matter 
rest.  As  to  the  matter  of  fact  agitated  between  the  parties,  the 
depreciation  or  the  non-depreciation  of  the  Bank  notes,  it 
would  be  useless  to  waste  one  word  more,  and  in  arguing 
against  so  palpable  a  fact,  the  ministerial  party  shewed  little 
discretion.  They  might  easily  have  saved  their  credit  by 
admitting  the  fact,  but  arguing  that  it  was  not  expedient  for  the 
public  service  that  so  momentous  a  change  should  be  made 
during  the  war.  Not  content,  however,  with  procuring  the  total 
rejection  of  Mr.  Horner's  resolutions,  Mr.  Vansittart,  in  the 
plentitude  of  his  power  and  party  strength,  and  in  the  mere 
wantonness  of  tyranny,  determined  to  drag  the  House  through 
the  lowest  depths  of  ridicule  and  absurdity.  He  moved  a 
series  of  resolutions  which  are  too  long  to  be  inserted  here,  to 
the  effect  that  there  was  no  legal  weight  of  bullion  in  the  coins, 
beyond  what  the  caprice  of  each  Sovereign  might  dictate ;  that 
the  Bank  notes  were  merely  promises  to  pay  in  these  corns,  and 
they  always  had  been,  and  at  that  moment  were  held  equivalent 
in  public  estimation  to  the  legal  coin  of  the  realm,  and  generally 
accepted  as  such  in  all  pecuniary  transactions  to  which  such  coin 
is  lawfully  applicable,  and  that  the  price  of  bullion  and  the  state 
of  the  foreign  exchanges  were  in  no  way  owing  to  excessive 
issues  of  Bank  paper. 

92.  In  introducing  his  resolutions  Mr.  Vansittart  made  a 
speech  of  enormous  length,  repeating  his  former  views,  that  the 
state  of  the  domestic  currency  had  no  effect  upon  the  foreign 
exchanges,  and,  with  a  flight  of  unheard-of  audacity,  he,  in 
defiance  of  the  recorded  opinion  of  Parliament  and  the 
unanimous  testimony  of  all  contemporary  writers,  made  the 
extraordinary  assertion  that  in  1696  and  17*74  "  the  fall  of  the 
exchange,  was  the  cause,  and  not  the  consequence  of  the 
depreciation  of  the  currency!"  Mr.  Canning  in  vain  attempted 
to  persuade  the  Ministers  to  rest  satisfied  with  the.  defeat  of  the 
Bullion  Committee,  and,  for  the  sake  of  the  reputation  of  the 
House,  not  to  make  them  pass  a  vote  which  no  one  outside  the 
House  could  speak  of  without  laughter.  His  amendment  was 
rejected  by  a  majority  of  82  to  42  ;  and,  after  some  other  minor 
divisions,  Mr.  Vansittart's  resolutions  were  carried. 

93.  We  have  observed  that  guineas  were!  not  sold  openly  at 
a  premium,  because  it  was  generally  believed  to  he  a  criminal 
offence  to  do  so,  and  three  men  were  tried  and  convicted  for  so 
doing.     To  draw  any  argument  of  the  equality  of  the  value  of 
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the  note  and  coin  under  such  circumstances,  was  nothing  but  a 
contemptible  piece  of  sophistry.  But  nothing  could  be  more 
whimsical  or  absurd  than  the  presumed  state  of  the  law  on 
subject.  It  was  held  to  be  penal  to  part  with  a  Bank  note 
for  less  than  20s.  in  bullion,  but  it  was  quite  legitimate  'for  a 
tradesman  to  make  two  prices  for  his  goods.  In  his  speech 
against  Mr.  Horner's  resolutions,  Mr.  Vansittart  had  taunted 
his  opponents  with  the  circumstance  that  this  was  not  done.  It 
is  incredible  how  any  one  could  have  made  an  argument  of  such 
an  absurdity,  wdien  it  was  so  easy  to  outwit  the  law.  If  any 
one  Avished  to  avoid  the  legal  offence  of  parting  with  a  guinea 
for  more  than  20s.,  what  more  easy  than  a  collusive  sale?  Sell 
a  loaf  to  any  man  for  a  £1  note  and  5s.,  and  buy  it  again  from 
him  at  a  guinea,  and  the  interchange  between  the  guinea  and 
the  £1  5s.  was  effected  in  the  most  legal  manner.  But  such 
subtleties  were  at  once  put  an  end  to  by  the  Court  of  Common 
Pleas  unanimously  quashing  the  conviction  of  De  Yonge,  and 
declaring  that  it  was  no  crime  at  all  to  sell  guineas  at  a  premium. 

94.  After  the  House  had  indulged  in  this  wild  freak — the 
very  saturnalia  of  unreason — and  given  so  great  an  encourage- 
ment to  the  Bank  to  pursue  its  wild  career,  it  became  evident 
to  any  one  who  understood  the  subject,  that  the  value  of  every 
man's  property  depended  upon  the  wTill  of  the  Bank  directors. 
This  was  fraught  with  the  most  alarming  consequence  to  every 
one  who  had  a  fixed  annuity,  as,  while  the  price  of  every  article 
of  prime  necessity  kept  pace  with  the  depreciation  of  the  cur- 
rency, any  one,  like  a  landlord,  having  a  fixed  rent  to  receive, 
was  paid  in  a  depreciated  paper,  while  his  tenants  received  the 
increased  nominal  prices  of  their  commodities.  As  matters  were 
continually  getting  worse,  gold  having  risen  to  £4  16s.  per  ounce 
in  March,  Lord  King  issued  a  circular  to  several  of  his  tenants, 
reminding  them  that  their  contract  was  to  pay  a  certain  quantity 
of  the  legal  coin  of  the  country,  and  that  the  present  paper 
currency  was  considerably  depreciated.  He  said  that,  in  future, 
he  should  require  his  rents  to  be  paid  in  the  legal  gold  coin  of 
the  realm,  but  that,  as  his  object  was  merely  to  secure  the  pay- 
ment of  the  real  intrinsic  value  of  the  sum  stipulated  by  the 
agreement,  he  should  be  willing  to  receive  the  amount  in  Portugal 
gold  coin  of  an  equal  weight  with  that  of  the  stipulated  number 
of  guineas,  or  by  an  amount  of  Bank  notes  sufficient  to  purchase 
the  weight  of  standard  gold  requisite  to  discharge  the  rent. 

95.  That  such  a  demand  was  legal  no  one  pretended  to  deny; 
but  when  this  practical  sarcasm  was  passed  upon  the  resolution  of 
the  House  of  Commons,  it  drove  that  party  wild,  and  the  most 
unmeasured  abuse  was  heaped  upon  him  for  incivism.  Not 
only  was  this  in  every  way  legal,  but  nothing  could  have  been 
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more  equitable.  His  tenants  were  receiving  the  increased  market 
prices  for  their  crops,  and  only  paid  him  in  the  same  number  of 
depreciated  notes.  It  is  quite  clear  that,  if  his  tenants  got  an 
increase  in  the  price  of  their  corn  owing  to  the  depreciation,  he 
ought  to  have  received  a  proportionate  increase  in  his  rents. 
Lord  Stanhope  brought  in  a  bill,  which,  after  being  considerably 
modified,  was  ultimately  passed,  making  it  a  misdemeanour  to 
make  any  difference  in  payments  between  guineas  and  Bank 
notes.  Lord  Stanhope,  in  bringing  in  the  bill,  mentioned  several 
instances  which  he  had  been  informed  of,  in  which  27s.  were 
demanded  for  a  guinea.  Lord  Holland  also  said  that  a  pound 
note  and  seven  shillings  were  currently  given  for  guineas.  Ad- 
mirable commentary  upon  the  resolutions  carried  so  triumphantly 
in  the  House  of  Commons  only  two  months  before,  and  then 
standing  on  their  journals,  that  in  public  estimation  guineas  and 
Bank  notes  were  equal ! 

96.  Lord  Grenville  opposed  the  Bill  with  great  earnestness, 
and  his  opinion  is  particularly  valuable  because  he  was  one  of 
the  Cabinet  who  originally  proposed  the  Restriction  Act.  He 
said  he  had  never  seen  the  Ministers  of  the  country  in  so  dis- 
graceful a  position  as  they  were  that  night.  He  turned  the 
famous  resolutions  of  the  House  of  Commons  into  great  ridicule, 
and  said  that  it  had  been  left  for  Robespierre,  the  Jacobins,  and 
the  present  Ministry  to  raise  a  cry  of  ineivlsm  against  the 
private  actions  of  individuals.  He  said  that  it  was  one  of  the 
most  painful  days  in  his  and  Mr.  Pitt's  political  life,  when  they 
felt  compelled  to  come  to  Parliament  to  propose  the  restriction. 
"  By  what  consideration  we  were  afterward  induced  to  extend 
it  for  successive  short  periods,  it  is  unnecessary  to  explain, 
suffice  it  to  say,  that  they  are  considerations  which  I  shall 
ever  deeply  regret  had  any  influence  upon  my  mind.  I  do 
assure  my  noble  friend  (Lord  King)  that  I  have  long  since 
fully  concurred  in  the  arguments  which  he  has  urged  against 
the  original  policy  of  that  restriction."  He  said  that  the 
present  course,  if  persevered  in,  must  end  in  the  same  manner 
as  the  Mississippi  and  South  Sea  Schemes,  in  total  ruin.  "My 
Lords,  it  has  often  been  my  lot  to  point  out  the  inevitable  results 
of  the  issue  of  assignats  in  France.  How  little  did  I  then 
imagine  that,  in  tin;  description  T  then  gave,  I  was  but  anticipat- 
ing what,  in  the  course  of  tAventy  years,  would  be  the  faithful 
picture  of  my  own  country  !  M 


Although  we  have  given  so  much  space  to  this  debate,  we 
refrain  from  givinga  few  sentences  from  Lord  Stanhope's 


97.  Altb 
cannot  refr.... 

reply,  as  they  concentrate  in  the  shortest  space  the  whole  of  the 
ministerial  arguments  and  views  on  the  subject: — 

"  Earl  Stanhope,   in   explanation,  said   that  there  was  no  such 
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thing  in  this  country  as  a  measure  of  value  founded  on  a 
quantity  of  bullion  of  standard  fineness.  The  legal  coin  was 
the  money  with  the  stamp  upon  it.  The  stamp  was  what  made 
it  the  lawful  coin,  not  to  be  melted  nor  transported,  and  not  the 
weighl  and  fineness.  He  did  not  know  what  mathematicians  he 
had  to  deal  with,  hut  if  Bank  notes  and  gold  bore  a  fixed  pro- 
portional ratio  to  the  pound  sterling  by  law,  they  were  equal  to 
one  another,  and  to  prove  this  he  need  go  no  further  than  the 
first  book  of  Euclid,  where  it  Avas  laid  down  as  an  axiom  that 
things  equal  to  the  same  are  equal  to  one  another." 

98.  We  are  accustomed  to  smile  at  the  famous  decree  of  the 
Inquisition,  which  resolved  that  the  motion  of  the  earth  was 
false,  and  sympathize  with  Galileo,  who,  when  retiring  from 
their  rebuke,  said  "  e pur  si  muove"  "  it  moves  for  all  that." 
But  the  famous  resolution  that  guineas  were  equal  in  public 
estimation  to  Banknotes,  when  guineas  were  currently  sold  for 
a  £1  note  and  seven  shillings,  and  the  dictum  of  Lord  Stanhope 
that  they  were  equal  because  the  law  declared  them  to  be  so, 
infinitely  transcends  it  in  absurdity  ;  and,  when  Ave  feel  inclined 
to  be  merry  at  the  expense  of  the  worthy  fathers  of  the  Inqui- 
sition, we  should  think  of  Mr.  Vansittart's  resolution,  and  be 


99.  The  Bill  was  warmly  contested  in  every  stage  of  its  pro- 
gress through  the  House  of  Lords,  but  finally  passed  the  third 
reading  by  a  majority  of  43  to  16.  In  the  House  of  Commons 
the  debates  were  equally  warm  and  protracted,  but  it  was  finally 
passed  by  a  majority  of  95  to  20.  The  Act  was  originally 
limited  to  the  24£h  March,  1812,  but  it  was  subsequently  con- 
tinued during  the  continuance  of  the  Bank  Restriction  Act. 

100.  We  shall  reserve  some  remarks  regarding  the  effects  of 
tin-  great  overtrading  of  1809  and  1810,  till  the  chapter  in 
which  we  shall  consider  the  theory  of  the  Bank  respecting  the 
issues  of  its  notes  upon  mercantile  security. 

101.  Among  other  arguments  alleged  against  the  opening  of 
the  Bank,  was  the  injustice  of  compelling  it  to  buy  gold  at  the 
increased  market  price.  Now  that  we  are  enabled  to  take  a 
more  dispassionate  view  of  the  subject  than  those  whose  interest 
were  so  much  involved  in  it  at  the  time  of  the  debate,  Ave  can 
see  that  there  was  no  hardship  in  such  a  requirement.  Every 
creditor  Avho  was  paid  in  these  depreciated  notes  was  defrauded 
of  20  per  cent,  of  his  debt,  and,  considering  the  enormous  gains 
made  by  the  Bank  at  the  expense  of  the  holders  of  its  notes, 
justice  evidently  demanded  that  the  Bank  should  purchase  what- 
ever quantity  of  gold  was  sufficient  to  discharge  its  obligations. 
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cost  what  it  would.  The  injury  to  the  holders  of  its  notes, 
severe  as  it  was,  was  only  temporary,  but  a  very  much  more 
serious  injury  was  clone  to  the  nation,  by  adding  an  enormous 
amount  to  the  national  debt,  which  was  contracted  in  this  depre- 
ciated currency. 

102.  The  harvest  of  1811  was  extremely  deficient,  and  that 
was  the  period,  too,  when  the  power  of  Napoleon  was  at  its 
height,  and  the  continental  sources  of  supply  were  cut  off. 
Towards  the  middle  of  1811,  the  price  of  corn  began  to  rise 
very  rapidly,  and  continued  doing  so  till  August,  1812,  when  it 
reached  its  greatest  height  during  the  war.  The  average  of 
wheat  for  England  and  Wales  was  then  155s.,  and  some  Dantzic 
wheat  brought  180s.,  and, in  one  or  two  instances, oats  were  sold 
at  84s.  The  advocates  of  the  rival  theories  attributed  this 
extraordinary  rise  to  different  causes ;  one  party  almost  entirely 
to  the  depreciation  of  the  paper  currency,  the  other  party  almost 
entirely  to  the  great  scarcity.  Mr.  Tooke  is  the  most  distin- 
guished advocate  of  the  latter  view,  and,  in  support  of  it,  brings 
most  forcible  arguments  from  the  corresponding  rise  which  took 
place  in  France  during  the  same  period,  where  the  currency  was 
almost  purely  metallic.  Admitting  to  the  full  extent  the  power- 
ful arguments  adduced  by  Mr.  Tooke,  which  derive  additional 
force  from  his  being  a  cotemporary  of  the  circumstances  he 
describes,  Ave  can  yet  hardly  think  he  can  be  correct  in  so 
entirely  excluding  the  effect  of  the  depreciation  of  the  paper 
currency  as  he  does.  We  have  abundance  of  evidence  that, 
before  the  Gold  Coin  and  Bank  Note  Bill,  there  were  very 
generally  two  prices  in  the  country,  a  gold  price  and  a  paper 
price:  after  that  Bill  that  was  abolished,  and  there  was  nothing 
but  a  paper  price,  and  gold  totally  disappeared  from  circulation ; 
l>iit  can  we  doubt  that  if  any  price  had  been  paid  in  gold,  there 
would  have  been  a  very  great  difference  between  the  two,  fully 
as  great  as  before  that  Act?  If,  then,  it  be  granted  that  such 
would  have  been  the  case  if  payments  had  been  ma.de  in  gold,  it 
seems  to  follow  that,  when  prices  were  paid  solely  in  paper,  they 
must  lie  considered  to  have  been  enhanced  by  just  so  much  as 
the  difference  would  have  been,  if  any  payments  had  been  made 
in  gold.  There  does  not  appear  to  be  the  least  reason  to  suppose 
thai  the  scarcity  was  comparatively  greater  in  1812  than  it  was 
in  1800;  in  fact,  the  evidence  seems  to  be  entirely  the  other  way, 
that  the  scarcity  and  distress  was  much  greater  in  the  former 
period,  yet  in  1812,  the  average  rose  to  155s.,  in  the  former  it 
was  only  133s.  Whence  this  difference?  We  think  the 
evidence  points  clearly  to  the  depreciation  of  the  paper  in 
which  payments  were  reckoned.  Now,  in  May  and  June, 
1812,  the  price  of  gold  bullion  was  about  £4  18s.  per  ounce, 
at  which  the  real  value  of  the  note  was  15s.  1  Id.      Now,  arc   we 
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to  suppose  t lirtt  the  enhancement  of  prices,  when  paid  in  paper, 
which  was  quite  notorious  before  Lord  Stanhope's  Bill,  was 
actually  annihilated  by  that  Act? 

10.3.  The  principles  of  the  Bullion  Report  having  been  decisively 
rejected  by  Parliament,  and  pronounced  to  be  fallacious,  by  the 
resolutions  which  declared  21  to  be  equal  to  27,  the  Bank  took 
no  measures  to  bring  their  notes  to  a  nearer  conformity  to  their 
nominal  value,  and  the  market  or  paper  price  continued  to  rise 
till,  in  November,  1813,  it  stood  at  £5  10s.,  the  greatest  height  it 
ever  reached.  The  long  continuance  of  high  prices,  partly  caused 
by  a  continued  series  of  deficient  harvests,  and  partly  by  the 
depreciation  of  the  paper  in  which  they  were  paid,  gave  rise  to 
the  belief  that  they  would  continue  permanent.  Immense  specu- 
lations began  in  land-jobbing,  vast  tracts  of  waste  and  fen 
land  were  reclaimed.  It  was  at  this  time  that  the  immense 
agricultural  improvements  in  Lincolnshire  were  effected.  Rents 
in  most  cases  rose  to  treble  what  they  were  in  1792 ;  all  the  new 
agricultural  engagements  entered  into  at  this  period  were  formed 
on  the  basis  of  these  extravagant  pi-ices ;  landlords  and  tenants 
increased  their  expenditure  in  a  like  proportion,  family  settle- 
ments were  made  on  a  commensurate  scale.  As  a  natural 
consequence,  country  banks  greatly  multiplied.  In  1811  they 
were  728,  in  1813  they  had  risen  to  940,  and  the  amount  of 
their  issues  were  supposed,  on  the  most  moderate  estimate,  to  be 
about  £25,000,000.  After  the  disasters  of  the  French  in  the 
Russian  Campaign  of  1812,  and  the  Battle  of  Leipsic,  the  ports 
of  Russia  and  Northern  Germany  were  thrown  open  to  British 
commerce.  This  naturally  gave  rise  to  enormous  speculative 
exports  and  overtrading. 

104.  The  harvest  of  1813  was  prodigiously  abundant,  so  that 
the  price  of  corn,  which  in  August,  1812,  had  been  155s.,  and 
h.ad  receded  gradually  from  that  point,  till  August,  1813,  fell 
with  great  rapidity,  and  in  July,  1814,  was  only  68s.  The  ex- 
porting speculations  were  at  their  height  in  the  spring  of  1814, 
and  the  prices  of  all  such  commodities  rose  to  a  very  unusual 
height,  in  many  cases  to  double  and  triple  of  what  they  had  been 
before.  Every  branch  of  industry  was  by  the  preceding  causes 
affected,  and  the  natural  and  inevitable  consequences  soon  fol- 
lowed :  a  violent  revulsion  and  general  depression  of  prices  of 
all  sorts  of  property,  which  entailed  such  general  and  universal 
losses  and  failures  among  the  agricultural,  commercial,  manu- 
facturing, mining,  shipping,  and  building  interests,  as  had  never 
before  been  paralled.  As  is  always  the  case,  the  consequences 
of  the  wild  speculations  and  engagements  persons  had  entered 
into  during  the  continuance  of  the  fever  continued  to  be  felt  for 
some   years  after.      The  disasters  commenced  in  the  Autumn 
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of  1814,  continued  with  increasing  severity  during  1815,  and 
reached  their  height  in  1816-17.  During  these  years  89  country 
bankers  became  bankrupts,  and  the  reduction  of  the  issues  of 
country  paper  was  such,  that  in  1816  its  amount  was  little  more 
than  half  what  it  had  been  in  1814. 

105.  This  general  discredit  of  country  Bank  paper,  resembling 
what  had  previously  occurred  in  1793  and  1  797,  caused  a  demand 
for  additionaHssues  from  the  Bank  of  England,  to  help  to  main- 
tain public  credit;  and,  though  this  caused  an  extension  of  the 
Bank  paper  by  upwards  of  three  millions,  so  great  was  the  abstrac- 
tion of  country  Bank  paper  from  circulation  (to  certainly  three 
times  the  amount  of  the  Bank  of  England  issues),  that  the  value 
of  the  whole  currency  rapidly  rose,  so  that,  while  in  May,  1815, 
the  market  or  paper  price  of  gold  was  £5  6s.,  the  exchange  in 
Hamburg  28*2,  and  that  on  Paris  19*  in  October,  1816,  the 
paper  price  of  gold  had  rapidly  fallen  to  £3  18s.  Gd.,  the  ex- 
change with  Hamburg  was  38-,  and  that  on  Paris  26*1 0.,  and 
they  remained  with  little  variation  at  these  prices  till  July,  1817. 

106.  Hence,  at  length,  was  manifested  the  most  complete 
triumph  of  the  principles  of  the  Bullion  Report.  The  great 
plethora  of  this  worthless  quantity  of  paper  cun-ency  being- 
removed,  the  value  of  the  whole  currency  was  raised  almost  to 
par,  so  near,  in  fact,  that  the  smallest  care  and  attention  would 
have  brought  it  quite  to  par;  and  if  means  could  have  been  taken 
to  prevent  the  growth  of  the  rank  luxuriance  of  country  Bank 
notes,  cash  payments  would  have  been  resumed  at  this  period 
with  the  utmost  possible  facility,  and,  as  a  matter  of  course, 
without  exciting  the  least  comment. 

107.  We  have  seen  that,  on  several  previous  occasions,  the 
Bank  had  intimated  to  the  Government  their  perfect  readiness 
and  ability  to  resume  payments  in  cash,  but  had  always  been 
prevented  from  doing  so  for  political  reasons.  In  1815,  when 
peace  was  tin  ally  restored,  they  prepared  in  good  faith  to  be 
ready  to  do  so  as  soon  as  they  should  be  required,  and,  during 
that  year  and  1816,  they  accumulated  so  much  treasure  that,  in 
November,  1816,  they  gave  notice?  of  their  intention  to  pay  all 
their  notes  dated  previously  to  the  1st  January,  1812,  and  in 
April,  1817,  all  their  notes  dated  before  1st  January,  1816.  When 
this  was  done,  there  was  found  to  be  scarcely  any  demand  on 
them  for  gold.  The  nation  had  got  so  accustomed  to  :i  paper 
currency  that  they  were  most  unwilling  to  receive  gold  for  it. 
Mr.  Stuckey,  one  of  the  largest  bankers  in  the  West  of 
England,  said,  that  during  this  partial  resumption  of  cash  pay- 
ments it  cost  him  nearly  £100  to  remit  the  surplus  coin  which 
accumulated  upon  him  to  London,  as  he  could  not  get  rid  of  if 
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in  the  country,  his  customers  all  preferring  his  notes;  many 
persons  who  had  hoarded  guineas  requested  as  a  favour  to  have 
notes  in  exchange. 

108.  In  March,  1812,  the  restriction  was  prolonged  to  July, 

1816.  The  bill  was  brought  in  and  passed  before  the  news  of 
Napoleon's  quitting  Elba  had  reached  England.  The  Act  was 
scarcely  passed  when  the  new  war  bi*oke  out  which  ended  at 
Waterloo,  and  the  expenses  of  the  campaign  made  .the  Ministers 
dread  a  monetary  crisis,  and  the  restriction  was  subsequently 
prolonged  till  July,  1818. 

1 09.  The  partial  resumption  of  cash  payments  was  attended 
with  perfect  success  ;  it  caused  no  very  great  demand  for  gold, 
which  continued  to  accumulate  in  the  Bank  till  October,  1817, 
when  it  reached  its  maximum,  being  £11,914,000.  In  that 
month  the  Bank  gave  notice  that  it  would  pay  off  in  cash  all  the 
notes  dated  before  1st  January,  1817,  or  renew  them  at  the 
option  of  the  holders.  In  the  course  of  1817  a  very  large 
amount  of  foreign  loans  were  contracted  for ;  Prussia,  Austria, 
and  other  continental  States  of  lesser  importance,  wrere  endeavour- 
ing to  replace  their  depreciated  paper  by  a  metallic  currency, 
and,  as  money  was  abundant  in  England,  a  very  large  portion  of 
these  loans  was  taken  up  here.  The  effect  of  this  began  to 
manifest  itself  in  April,  1817,  when  the  exchanges  with 
Hamburg  and  Paris  began  to  give  way,  and  the  market  price  of 
gold  to  rise.  These  phenomena  increased  gradually  throughout 
1818,  until  in  January,  1819,  the  price  of  gold  was  £4  3s.,  the 
exchange  on  Hamburg  33*8  and  that  on  Paris  23-50.     In  July, 

1817,  the  new  gold  coinage  began  to  be  issued  from  the  Mint  in 
large  quantities.  The  consequence  wras  a  steady  demand  for 
gold  set  in  upon  the  Bank,  and,  in  pursuance  of  its  notices,  the 
sum  of  £6,756,000  was  drawn  out  of  it  in  gold.  Just  at  this 
time  the  British  Government  reduced  the  rate  of  interest  upon 
Exchequer  bills.  The  much  higher  rate  of  interest  offered  by 
continental  Governments  caused  a  great  demand  for  gold  for 
exportation,  and  in  the  beginning  of  1818  a  very  decided  drain 
set  in.  The  Bank  directors,  however,  determined  to  set  all  the 
principles  of  the  Bullion  Report  ostentatiously  at  defiance. 
While  this  great  drain  was  going  on,  they  increased  their 
advances  to  Government  from  £20,000,000  to  £28,000,000,  and, 
though  they  knew  perfectly  well  that  the  demand  of  gold  was 
for  exportation,  they  took  no  measures  whatever  to  reduce  their 
issues  for  the  purpose  of  checking  the  export.  At  the  same 
time  the  issues  of  country  banks  had  increased  by  two-thirds 
since  1816. 

110.  This  demand  for  gold  became  more  intense  during  1818 
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and  1819,  and  it  became  evident  that  the  Bank  would  soon  be 
exhausted  if  legislative  interference  did  not  take  place.  Accor- 
dingly, on  the  3rd  February,  1819,  both  Houses  appointed 
Committees  to  inquire  into  the  state  of  the  Bank ;  and,  on  the 
5th  April,  they  reported  that  it  was  expedient  to  pass  an  Act 
immediately  to  restrain  the  Bank  from  paying  cash  in  terms  of 
its  notices  of  1816-17.  An  Act  for  that  purpose  was  passed  in 
two  days'  time.  It  was  stated  in  the  Report  of  the  Commons 
that  in  the  first  si.v  months  of  1818,  125  millions  of  francs  had 
been  coined  at  the  French  Mint,  three- fourths  of  which  had  been 
derived  from  the  gold  coin  of  this  country.  The  Act  forbade  the 
Bank  to  make  any  payments  in  gold  whatever,  either  for  frac- 
tional sums  under  £5,  or  any  of  their  notes,  during  that  Session 
of  Parliament.  The  Act,  therefore,  totally  closed  the  Bank  for 
payments  in  cash. 

111.  As  we  have  given  the  names  of  the  Committees  of  1804 
and  1810,  we  subjoin  those  of  the  Committees  of  both  Houses 
in  1819.  Those  in  the  Commons  were  Lord  Castlereagh,  Mr. 
Vansittart,  Mr.  Tierney,  Mr.  Canning,  Mr.  Wellesley  Pole,  Mr. 
Lamb,  Mr.  F.  Robinson,  Mr.  Grenfell,  Mr.  Huskisson,  Mr.  Aber- 
cromby,  Mr.  Banks,  Sir  James  Mackintosh,  Mr.  Peel,  Sir  John 
Nicholl,  Mr.  Littleton,  Mr.  Wilson,  Mr.  Stuart  Wortley,  Mr. 
Manning,  Mr.  Frankland  Lewis,  Mr.  Ashhurst,  Sir  John  Newport. 
The  Committee  of  the  Lords  were  the  Earl  of  Harrowby,  Duke 
of  Wellington,  Marquis  of  Lansdowne,  Duke  of  Montrose,  Earl 
of  Liverpool,  Earl  of  St.  Germains,  Earl  Bathurst,  Viscount 
Sidmouth,  Earl  of  Aberdeen,  Earl  Granville,  Lord  King,  Lord 
Grenville,  Lord  Redesdale,  Earl  of  Lauderdale. 

112.  The  chief  points  of  interest  in  these  reports  regarding 
our  present  subject,  are  the  opinions  held  by  the  Avitnesses 
respecting  the  great  doctrines  of  the  Bullion  Report.  The  reports 
of  neither  House  entered  into  the  question  of  the  theory  of  the 
currency,  they  were  confined  to  recommending  a  certain  course 
of  action;  but  they  examined  a  number  of  witnesses  of  the  first 
eminence  on  the  subject,  and  the  result  of  their  evidence  is  most 
extraordinary.  It  will  be  remembered  that,  both  in  1804  and 
1810,  the  immense  preponderance  of  commercial  testimony  was 
entirely  adverse  to  the  doctrine  that  the  issues  of  paper  currency 
had  any  effect  upon  the  exchanges,  or  the  price  of  bullion,  or 
should  be  regulated  by  them.  Nevertheless,  the  reports  of  both 
Committees  were  entirely  in  the  teeth  of  the  mercantile  evidence. 
The  Bullion  Report  had  now  been  before  the  country  for  nine 
years,  and  had  caused  more' public  discussion,  both  in  Parliament 
and  in  the  press,  than  almost  any  subject  whatever;  and  it  is 
perfectly  manifesl  that  if  its  principles  were  erroneous,  the 
commercial  world  would  only  have  been  further  Strengthened  in 


54      THEORY  AND  PRACTICE  OF  BANKING. 

their  opposition  to  them.  But  what  was  the  result  now  V  The 
overwhelming  mass  of  commercial  evidence  was  entirely  in 
their  favor.  The  current  of  mercantile  opinion  was  now  just  as 
strong  on  their  side  as  it  had  formerly  been  against  them. 
What  could  he  more  triumphant  than  this?  What  could  be  more 
splendid  testimony  to  their  accuracy  and  soundness  than  the 
fad  that  they  had  converted  the  immense  hostile  majority  of 
the  commercial  world? 

]  13.  In  order  to  give  some  idea  of  this  remarkable  change  hi 
opinion,  we  must  make  some  extracts  from  the  evidence  of  the 
witnesses. 

Mr.  Dorrein,  Governor  of  the  Bank,  said  to  the  Lords'  Com- 
mittee, p.  31  : — 

"  The  advances  of  the  Bank  to  Government  upon  Exchequer 
bills  cannot  be  recalled  at  the  pleasure  of  the  Bank.  But,  when 
money  is  lent  at  short  periods,  the  Bank  has  a  control  over  an 
excess  of  circulation,  so  as  to  check  any  improper  speculation, 
and  the  means  of  sending  bullion  out  of  the  country ;  and 
thus  the  Bank  would  have  an  influence  over  the  foreign 
exchanges." 

"  Are  you,  then,  of  opinion  that  the  exchanges  are  affected  by 
the  increase  or  diminution  of  the  number  of  Bank  notes  in  cir- 
culation ?  " 

"  A  scai*city  of  circulating  medium,  of  whatever  it  may 
consist,  will  oblige  merchants  to  draw  in  their  funds  from  foreign 
countries,  and  the  superabundance  of  it  will  send  the  precious 
metals  out  of  the  country." 

"  The  consequences  of  a  scarcity  of  money  would  be  to  force 
an  export  of  merchandize  and  manufactures,  which  would  render 
the  exchanges  favourable  to  this  country." 

(Before  Commons'  Committee,  p.  32.) 

"  A  lessened  circulation  will  have  an  effect  to  render  the  ex- 
change favourable  ?  " 

"Because  it  would  force  an  export  of  merchandize,  and 
an  export  of  merchandize  would  bring  money  into  the 
country." 

"  You  have  said  that  a  contraction  of  the  issues  would  lower 
all  prices.  Are  the  Committee  not  to  understand  that  it  must 
lower  the  prices  of  gold  and  silver,  as  well  as  of  all  other 
commodities  ?  " 

"  I  apprehend  it  would." 

"  Assuming  the  course  of  foreign  exchanges  to  be  5  per  cent, 
against  this  country,  would  not  the  effect  of  a  diminution  in  the 
price  of  commodities,  clearly,  consequent  on  a  diminution  of 
issues,  be  to  restore  the  exchanges  to  par  ?  " 

"The  effect  would  be  to  force  an  export, and  thereby  raise  the 
exchange." 
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114.  Mr.  Pole,  Deputy-Governor  to  the  Bank,  said  to  the 
Lords'  Committee,  p.  35  : — 

"  Whether  the  gold  appearing  to  vanish,  and  going  out  of  the 
country,  does  not  proceed,  in  your  judgment,  from  the  un- 
favourable state  of  the  exchanges '?  " 

"  Certainly." 

"  Is  it  your  opinion  that  the  exchanges  are  affected  by  the 
increase  or  diminution  of  the  circulation  of  Bank  of  England 
notes  ?  " 

"  Inasmuch  as  in  that  case  the  interest  of  money  becomes  so 
reduced  in  this  country  as  to  hold  out  a  beneficial  prospect  to 
persons  in  sending  their  capital  from  this  country,  to  be  invested 
in  foreign  securities,  where  a  larger  interest  is  made,  conse- 
quently, a  debt  is  created  from  this  country,  payable  to  foreign 
countries." 

( To  Commons'  Committee,  p.  35.) 

"  Do  you  think  a  considerable  reduction  in  the  amount  of  your 
paper  issues  would  affect  the  exchange  ?  " 

"  I  do." 

"  Is  the  answer  you  have  given  with  respect  to  the  effect  upon 
the  exchange  of  a  reduction  of  the  issues  of  the  Bank  founded 
on  observation  and  experience  of  particular  cases,  or  the  result 
of  reasoning  only  ?  " 

"  Entirely  upon  reasoning ;  and  my  reasons  are,  that  I  con- 
ceive it  would  compel  persons  to  withdraw  their  capital  from  the 
Continent  to  this  country,  on  purpose  to  be  able  to  support  their 
own  payments." 

1  f  5.  Mr.  Haldimand,  a  director  for  ten  years,  but  at  that  time 
out  by  rotation,  said  to  the  Lords'  Committee,  p.  40  : — 

"  Do  you  conceive  that,  by  a  considerable  reduction  on  the 
part  of  the  Bank  of  the  amount  of  its  issues,  the  Bank  would  be 
enabled  to  resume  with  safety  its  payments  in  cash  ?  " 

"  Most  decidedly." 

"  Are  we  to  understand,  then,  that,  in  your  judgment,  the 
effect  of  such  a  reduction  of  its  issues  would  be  to  render  the 
exchange  favourable  to  this  country?" 

"I  certainly  have  always  considered  the  amount  of  the  issues 
of  the  Bank  of  England  to  act  as  a  powerful  lever  upon  all  our 
foreign  exchanges,  so  ns  to  regulate  their  rise  and  fall." 

"  I  conceive  the  exchange  to  be  affected  by  the  aggregate 
amount  of  the  issues  of  the  country  bank,  and  Bank  of  England 
paper." 

"  You  have  stated,  on  a  former  day,  that  you  always  considered 
the  amount  of  issues  of  Bank  notes  to  act  as  a  powerful  lever 
upon  nil  foreign  exchanges,  so  as  to  regulate  their  rise  and  fall  ; 
do  you  apply  this  to  the  price  of  gold?" 

"  I  do." 
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"  Do  you  ground  this  opinion  upon  reasoning,  or  upon  what 
you  have  observed  to  take  place?" 

"  I  have  grounded  my  opinion  formerly  upon  reasoning,  and 
niv  observation  has  since  justified  that  opinion." 

The  witness  produced  a  report  of  the  Governor  of  the  Bank 
of  France,  detailing  a.  commercial  crisis,  and  offering  very  strong 
and  clear  proof  that  an  excess  of  paper  circulation  did  affect  both 
the  exchanges  and  the  price  of  bullion. 

"  It  appearing  from  the  accounts  before  us  that  the  exchanges 
were  very  nearly  par  in  the  month  of  September  last,  and  after- 
wards became  more  unfavourable  than  they  had  been  since  1815, 
to  what  do  you  ascribe  the  great  depression  which  has  taken 
place  since  that  time  ?  " 

"  It  would  be  difficult  to  point  out  the  particular  circumstances 
independent  of  the  great  principle  of  the  depreciation  of  our 
paper  currency,  which  affect  our  exchanges  from  time  to  time. 
I  believe  that  the  investments  in  foreign  stocks  did  for  a  moment 
produce  part  of  that  fall,  but  I  should  attribute  a  very  small 
part  of  it  to  that  cause,  and  fall  back  upon  my  principle  of  an 
excess  of  currency.     I  most  certainly  believe  that,  had  the  Bank 
at  that  moment  been  paying  its  notes  in  specie,  the  depression 
alluded  to  would  not  have  taken  place.     I  ground  my  opinion 
on  what  I  observe  to  be  passing  between  other  countries  with 
regard  to  their  exchange  operations.     France  has  at  this  minute 
nearly  twenty  millions   sterling  to  pay  to  foreign  powers;  and 
although  three  payments  have  been  already  made,  and  the  whole 
are  to  be  completed  within  27  months,  no  sensible  effect  has 
been  produced  upon  its  exchanges  with  other  countries  equally 
paying  their  notes  in  specie,  such  as  Holland  and  Hamburg; 
nor  does   it  appear   that  any  inconvenient  diminution   has  yet 
taken,  or  is  contemplated  to  take,  place  in  the  metallic  currency 
of  that  country.     My  opinion  is,  that  a  very  small  portion  of 
this  large  payment  will  be  made  in  specie  or  bullion.     When  a 
certain  amount  of  the  circulating  medium  has  left  France,  the 
remainder  will  rise  in  value,  and  goods  fall  in  price,  when,  con- 
sequently, it  will  become  more  advantageous  to  France  to  remit 
the  remainder  in  its  produce  and  manufactures  from  time  to  time.1' 
{Before  Commons'  Committee.) 
"  I  look  upon  this  forced  reduction  of  the  issues  of  the  Bank 
<>f  England  as  necessary  in  order  to  restore  the  rest  of  the  paper 
in  circulation  to  its  ancient  value  in  gold,  and  the  exchanges  to 
par.     I  have  no  hesitation  in  stating  it  to  be  my  decided  opinion, 
that   the   exchanges  would  be  restored   to  par  immediately  the 
Bank  resumed  its  payments.     I  think  the  depressed  state  of  the 
exchanges  arises  entirely  from  the  excessive  issue  of  Bank  of 
England  notes.     I  have  never  heard  of  any  country  not  paying 
its  paper  in  specie  on   demand  where  such   paper  has  not  been 
depreciated." 
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"  You  are  understood  to  say,  it  is  your  opinion  that  the 
foreign  exchanges  and  the  price  of  gold  are  principally  affected 
by  the  amount  of  issues  of  paper  currency  ?  " 

"  That  is  my  opinion." 

"  What  reason  have  you  for  believing  that  the  circulation  for 
the  last  half-year  bore  a  greater  proportion  to  the  supply 
required  for  the  purposes  of  trade  than  the  circulation  of  the 
last  half-year  of  1 8 1 7  ?  " 

"  Because  the  paper  was  more  depreciated  at  one  time  than  at 
the  other;  or,  in  other  words,  because  the  market  price  of  gold 
was  higher  at  the  former  than  at  the  latter  period." 

"  Do  you  consider  the  price  of  gold  to  be  the  chief  criterion 
by  which  to  judge  of  the  excessive  issue  of  Bank  notes?" 

«  I  do." 

"  I  happened  to  be  in  Paris  in  October  last,  when  the  Bank  of 
France  reduced  its  issues  upon  discounts  very  considerably  and 
suddenly.  The  issues  of  the  Bank  of  France  upon  discounts  at 
that  period  were  130  millions  of  francs,  which  was  more  than 
double  the  highest  amount  that  was  ever  previously  known. 
This  step  on  the  part  of  the  directors  of  the  Bank  of  France  was 
occasioned  by  the  following  circumstances.  The  metallic  cur- 
rency was  leaving  the  country  in  all  directions,  owing,  in  all 
probability,  to  some  trifling  degree  to  the  over-issue  of  paper, 
partly  to  some  huge  financial  operations  in  Russia,  and  partly  to 
the  enormous  payments  that  France  had  engaged  to  make  to 
foreign  powers,  which  amounted  to  nearly  20  millions  sterling. 
The  Paris  bankers,  therefore,  anticipating  a  great  demand  for 
bills  upon  all  foreign  countries,  were  remitting  specie  to  meet 
the  drafts  which  they  intended  to  negociate  to  the  agents  of  all 
those  foreign  powers,  with  a  small  advantage  upon  their  re- 
mittance. The  sudden  diminution,  however,  of  the  discounts  of 
the  Bank,  caused  the  exchange  to  turn  in  favor  of  France,  and 
immediately  paralyzed  all  these  operations;  the  metallic  currency 
made  a  retrograde  movement,  and  was  restored  to  Paris  and  to 
those  parts  where  the  greatest  distress  had  been  felt." 

"You  have  stated  that  you  attribute  the  present  high  price  of 
gold  above  the  Mint  price,  and  the  unfavorable  state  of  the 
exchange,  to  the  excessive  issues  of  the  Bank  of  England,  in- 
fluencing thereby  the  general  paper  circulation  of  the  country; 
have  you  any  other  reason  for  deeming  the  issues  of  the  Bank  of 
England  to  be  excessive, except  that  indication  which  you  collect 
from  the  price  of  gold  and  the  state  of  the  exchange?" 

"I  never  saw  these  effects  produced  by  any  other  cause  in  any 
country  in  the  world." 

"Is  the  Committee  to  understand  your  opinion  to  l>c,  thai  a 
high  price  of  gold  and  an  unfavorable  slate  of  ihe  exchange 
ought,  in  the  discretion  of  the  Bank  of  England,  to  lead  to  ;i 
reduction   of  their   issues  until  that   high   price  of  gold  or  im- 
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favourable  state  of  exchange  is  reduced,  if  not  to  par,  to  that 
price  above  par  which  amounts  to  the  expense  of  transfer  of 
tht'  precious  metals  from  one  country  to  the  other?" 

"  I  am  decidedly  of  that  opinion." 

"  Is  the  Committee  to  understand  you  to  be  of  opinion  that 
that  is  the  true  criterion  for  the  Bank  to  look  to,  whether  the 
Bank  be  open  or  shut  ?  " 

"  It  is,  in  my  conception,  the  only  criterion." 

"  I  consider  the  same  doctrine  to  hold  good  in  the  case  of  wai- 
ns well  as  of  peace." 

"  You  are  of  opinion  that  the  partial  openings  of  the  Bank 
failed  in  effect,  because  the  Bank  did  not  simultaneously  contract 
their  paper  issues,  and  not  because  a  partial  opening  would  in 
no  case  have  any  effect  whatever?" 

"  In  my  view  of  the  subject,  a  partial  opening  will  always  fail 
unless  the  whole  currency  of  the  country  be  previously  reduced 
in  amount,  so  as  to  restore  it  to  the  standard  of  the  metallic 
currency  thus  partially  issued." 

"  Of  that  restoration,  you  are  understood  to  admit  no  other 
test  than  the  favourableness  of  exchange  and  the  reduction  of 
the  price  of  gold  to  the  Mint  price?" 

"  I  know  of  no  other  test." 

"  If  we  reduce  the  amount  of  our  paper  circulation  sufficiently, 
the  precious  metals  would  flow  into  the  country  from  every 
direction — no  Act  of  Parliament  could  stop  the  current." 

"  I  should  consider  it  a  breach  of  contract  for  the  Government 
of  this  country  to  alter  the  Mint  price  of  gold." 

This  witness  entered  into  numerous  details  in  support  of  his 
opinions,  which  would  be  too  long  to  insert  here. 

116.  Mr  William  Ward,  a  Bank  director,  a  cambist,  and 
Mediterranean  merchant.     Lords'  Committee,  p.  60  : — 

"  You  have  stated  that  a  reduction  of  four  millions  in  the 
amount  of  Bank  notes  hi  circulation  would  probably  produce 
a  favourable  turn  in  the  exchanges ;  do  you  found  such  an 
opinion  upon  reasoning,  or  upon  having  observed,  as  a  cambist,  that 
the  diminution  or  increase  in  the  numerical  amount  of  Bank  notes 
has  usually  produced  corresponding  effects  upon  the  exchanges, 
and  the  price  of  gold  in  this  country,  since  the  Bank  restriction  ?" 

"  I  ground  my  opinion  upon  reasoning;  I  do  not  rely  upon 
the  numerical  amount  of  Bank  notes  exclusively." 

"  Can  we  confidently  depend  upon  the  efiect  of  a  reduction  of 
Bank  notes  towards  producing  a  favourable  exchange  ?  " 

"  I  would  rely  upon  it  in  an  exchange  transaction  where  my 
own  interest  was  at  stake." 

{To  the  Commons'  Committee,  p.  73.) 

"  To  what  extent  do  you  conceive  the  rate  of  exchange  and 
the  price  of  gold  are  affected  by  the  issue  of  Bank  notes?" 
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"I  conceive  they  are  affected  to  a  very  considerable  extent, 
directly  or  indirectly." 

"Supposing  the  other  causes  which  affect  the  exchange  to 
operate  equally  at  two  different  periods,  do  you  think  the  price 
of  gold,  and  the  rate  of  exchange,  would  be  the  criterion  by 
which  you  might  judge  of  the  adequate  or  excessive  issue  of 
banknotes?" 

"  Yes,  I  do." 

"  Under  a  system  of  cash  payments,  do  you  believe  that  the 
market  price  of  gold  will  ever  be  permanently  above  the  Mint 
price,  or  the  rate  of  our  foreign  exchanges  more  below  par  than 
would  amount  to  the  expense  of  the  transmission  of  gold  from 
this  country  to  the  Continent  ?  " 

"No;  the  market  price  would  not  exceed  the  Mint  price 
permanently." 

"  Then,  would  the  Bank  ever  have  occasion  to  pay  more  than 
the  Mint  price  for  the  gold  they  purchase?" 

"  I  conceive  they  would  not  have  to  pay  more." 

117.  Mr.  Samuel  Thornton,  Bank  director  for  thirty-nine 
years.     Commons'  Committee,  p.  85  : — 

"  In  regulating  the  amount  of  their  issues,  by  what  principle 
is  the  conduct  of  the  Bank  of  England  guided?" 

"  I  have  always  considered  it  my  duty  to  consider  the  amount 
of  the  notes  out,  and  what  could  be  the  cause  for  a  call  for  an 
increase.  I  also  felt  it  my  duty  to  look  at  the  state  of  the  foreign 
exchanges,  and  the  price  of  bullion." 

"Have  the  goodness  to  state  your  reason  for  thinking  it 
desirable  to  take  into  the  account  the  rate  of  exchange,  and  the 
price  of  bullion,  in  regulating  the  amount  of  the  issues  ?" 

"  It  must  be  obvious  that  if  there  were  an  excess  of  Bank 
notes  beyond  Avhat  was  required  by  the  trade  of  the  country, 
the  price  of  bullion  would  thereby  be  raised;  and  I  am 
ready  to  admit  that  it  would  have  the  same  effect  upon  the 
exchanges." 

118.  Mr  John  Irving,  of  the  firm  of  Reid,  Irving,  and  Co., 
Commons'  Committee,  p.  94  : — 

"Putting  out  of  consideration  the  embarrassment  of  trade 
which  might  be  occasioned  by  a  limitation  of  the  issues  of  tlie 
Bank,  do  you  think  it  is  in  the  power  of  the  Bank,  by  such 
Limitation,  to  restore  a  favourable  rate  of  exchange,  and  to 
reduce  the  price  of  gold?" 

"I  a f  that  opinion." 

"  Could  such  fluctuations  lake  place  if  we  possessed  a  metallic 
currency,  as  to  the  measure  of  our  exchange  with  foreign 
countries  ?  " 

"Certainly  not." 
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119.  Mr.  Holland,  a  partner  of  Baring,  Brothers,  and  Co., 
Commons  Committee,  p.  114: — 

"  In  what  degree  do  yon  consider  that  the  foreign  exchanges  are 
affected  by  the  increase  or  diminution  of  Bank  of  England  paper  ?  " 

"  I  certainly  consider  that  the  foreign  exchanges  are  affected 
by  the  increase  of  Bank  of  England  paper." 

"  Do  you  think  a  considerable  reduction  of  the  amount  of 
Bank  of  England  paper  would  have  the  effect  of  restoring  the 
exchange  in  favor  of  this  country,  and  of  preventing  any  very 
considerable  depression  ?  " 

"  That  is  my  opinion." 

"As  you  consider  there  would  be  no  great  fluctuation  in  the 
price  of  gold,  supposing  the  circulation  of  this  country  to  consist 
of  coin,  or  paper  convertible  into  coin,  to  what  do  you  attribute 
the  present  fluctuations  ?  " 

"  The  quantity  of  paper  in  the  market  is  greater  than  the 
market  can  bear.  If  it  is  thought  desirable  to  reduce  the  price 
of  gold  to  £3  17s.  lO^d.,  I  conceive  that  that  can  only  be  done 
by  a  reduction  of  the  paper." 

"You  have  stated  that  action  and  re-action  will  bring  ex- 
changes round,  and  bring  gold  to  its  level ;  if  that  is  the  case, 
in  what  way  can  you  account  for  the  circumstance  that  the  coin 
lias,  from  the  beginning  of  his  present  Majesty's  reign,  con- 
stantly found  its  way  out  of  the  country,  and  not  found  any 
re-action  to  bring  it  back  again  ?  " 

"If  the  market  price  of  gold  is  higher  than  the  Mint  price,  it 
is  impossible  to  keep  it  in  the  country." 

"Would  you  not  think  one  of  the  circumstances  that  would 
render  the  exchanges  unfavourable  to  this  country,  and  raise  the 
price  of  gold  above  the  Mint  price,  to  be  an  unfavourable  state 
of  things  in  this  country,  or,  in  other  words,  a  balance  of  pay- 
ments against  the  country?" 

"  No,  I  do  not;  because  I  should  call  gold  the  general  leveller 
between  all  commercial  nations,  and  that  it  invariably  brings 
back  the  exchanges  to  their  proper  level,  taking  gold  against 
gold,  as  the  standard  of  value." 

"  If  the  Bank  of  England  paid  in  specie  upon  demand,  do  you 
believe  there  ever  could  exist,  for  any  length  of  time,  a  material 
difference  between  the  Mint  and  the  market  price  of  gold  ?  " 

"  Decidedly  not,  in  my  opinion." 

120.  Mr.  Thomas  Tooke.     Lords'  Committee,  p.  168  : — 
"By  what  means  do  you  think  that  the  exchanges  could  be 

restored,  and  the  price  of  gold  reduced  ?  " 

"By  keeping  down  the  Bank  issues  of  their  notes  to  their 
present  amount,  and  judging,  by  the  course  of  exchange  and  of 
the  bullion  market,  how  far  any  further  reduction  might  be 
necessary  to  accomplish  that  object." 


EVIDENCE    BEFORE    THE    COMMITTEES.  61 

"  What  do  you  mean  by  our  circulation  being  at  a  level  with 
that  of  other  countries  ?" 

"  When  the  price  of  bullion  and  the  exchanges  combined  are 
at,  or  within  a  trifle  of,  par." 

"  Do  you  consider  a  favourable  course  of  exchange  as  an 
indication  that  there  is  not  an  excess  of  paper  issues  ?  " 

"  If  that  state  of  exchange  is  of  any  considerable  duration,  it 
affords  a  presumption  that  the  issue  has  not  been  excessive 
during  that  period,  but  the  only  undeniable  test  is  the  price  of 
gold  being  that  into  which  the  paper  is  convertible." 

"  It  appearing  by  accounts  before  the  Committee,  that  from 
the  13th  April,  1804,  to  the  17th  November,  1805,  being  eighteen 
months,  that  the  market  price  of  gold  was  uniformly  X'4,  and  that 
during  the  same  period  of  eighteen  months  the  course  of  ex- 
change was  uniformly  in  our  favour,  are  you  of  opinion  that 
during  that  time  there  was  an  excess  of  paper  issued  ?  " 

"  Upon  the  whole,  I  should  answer  in  the  affirmative,  as  I 
have  before  said  that  I  consider  the  price  of  gold  to  be  the  only 
unerring  test,  and  that  the  exchanges,  even  for  moderately  long 
intervals,  afford  only  a  presumption." 

"  State  the  ground  upon  which  you  consider  the  price  of 
bullion  as  a  surer  test  of  the  question  of  the  excessive  issue 
of  paper,  than  the  course  of  exchanges?" 

"Because,  if  the  coin  be  perfect,  and  the  paper  strictly  con- 
vertible into  that  coin,  there  cannot  be  any  inducement  to  any 
individual  (the  Bank  issuing  the  paper  excepted)  to  give  more 
than  £3  17s.  10|d.  per  oz.  for  gold  of  the  same  standard,  while 
the  exchange  may  be  influenced  by  several  circumstances,  within 
the  limits  in  time  in  which,  and  of  expense  at  which,  the  coin 
could  be  brought  from  one  country  to  the  other.  The  exchange 
may,  therefore,  fluctuate,  while  the  price  of  gold  remains 
stationary." 

"  Do  you  mean  by  an  excess  of  paper  issued,  not  an  excess 
above  what  the  demand  of  internal  commerce  may  require,  but 
an  excess  above  that  amount  to  which  you  think  the  paper  should 
be  reduced,  in  order  to  bring  the  market  price  of  gold  down  to 
the  Mint  price?" 

"I  do  not  know  any  criterion  of  the  internal  demand  for  a 
medium  of  circulation,  but  that  amount  which  would  have 
circulated  if  the  currency  had  consisted  of  coin  only,  or  coin  and 
paper  convertible  into  coin." 

121.  Mr.  Ricardo.     Lord*   Committi  e,  p.  187: — 

"The  Bank   has   always    the    power    to    regulate   the  price  of 

bullion  by  limiting  or  increasing  the  quantity  of  their  notes.11 
(Commons'  Committee,  j>.  133.) 
"Do  you  conceive  thai  tin1  paper  currency  of  this  country  is 

now  excessive,  and  depreciated  in   comparison   with  gold,  and 
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that  the  high  price  of  bullion,  and  low  rate  of  exchange,  are  the 
consequences  as  well  as  the  sign  of  that  depreciation?" 

«  Yes,  1  do." 

"  Then,  do  yon  consider  the  high  price  of  gold  to  be  a  certain 
sign  of  the  depreciation  of  Bank  notes?" 

"  I  consider  it  to  be  a  certain  sign  of  the  depreciation  of  Bank 
notes,  because  I  consider  the  standard  of  the  currency  to  be 
bullion,  and,  whether  that  bullion  be  more  or  less  valuable,  the 
paper  ought  to  conform  to  that  value,  and  would  under  the 
system  we  pursued  previously  to  lVOY." 

"It  appears  by  the  accounts  already  referred  to,  that  the  price 
of  gold  in  this  country  in  April,  1815,  was  £5  Vs.,  and  in  April, 
1810,  £4  Is.,  being  a  difference  of  from  25  to  30  per  cent.,  such 
price  being  always  measured  in  our  paper  currency;  do  you 
know  whether,  during  the  same  period,  any  such  variation,  or 
any  variation  in  the  price  of  gold,  took  place  in  France,  or  in 
any  other  continental  country?" 

"  It  appears  to  me  that  in  France  there  can  be  no  variation  in 
the  price  of  the  metal,  which  is  the  standard  of  the  currency, 
and,  with  respect  to  the  variations  in  the  other  metal,  which  is 
not  the  standard  of  the  currency,  it  must  at  all  times  be  confined 
to  the  variations  which  take  place  in  the  relative  value  of  the 
two  metals  generally  in  Europe." 

"  If  then  it  should  appear  that  during  the  period  referred  to 
no  variation  whatever  has  taken  place  in  the  price  of  gold  in 
Paris,  would  you  infer  from  that  circumstance  that  the  variation 
in  the  price  of  gold  between  April,  1815,  and  April,  1816,  arose 
from  the  variation  in  the  value  of  paper,  and  not  of  gold  ?" 

"  Every  fall  in  the  price  of  the  standard  metal  is  immediately 
corrected  in  France,  by  a  reduction  of  the  amount  of  the  circula- 
tion ;  if  no  similar  reduction  takes  place  under  the  same  circum- 
stances in  our  circulation  there  must  necessarily  be  a  redundancy, 
and  an  excess  of  the  market  above  the  Mint  price  of  gold;  in  a 

SOUND  STATE  OF  THE  CURRENCY  THE  VALUE  OF  GOLD  MAT  VARY 
BUT  ITS  PRICE  CANNOT." 

"The  variation  you  alluded  to  in  your  answer  to  a  former 
question  is  what  you  meant  by  the  depreciation  of  the  paper  in 
your  answer  to  a  question  before  put  to  you?" 

"  From  whatever  cause  may  arise  the  difference  in  the  value 
between  paper  and  gold  (and  I  have  enumerated  several), I  always 
call  the  paper  depreciated  when  the  market  price  exceeds  the 
Mint  price  of  gold." 

"  Do  you  consider  the  difference  between  the  market  and 
Mint  price  of  gold  to  be  the  criterion  of  the  depreciation  of 
Banknotes?" 

"  Strictly  so." 

"Do  you  not  consider  that  coin  or  bullion  are  distinguishable 
from  Bank  notes   in   this  important   respect,  that   the  coin  or 
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bullion,  being-  the  medium  of  universal  exchange,  operates  in  the 
nature  of  a  bill  of  exchange,  whereas  the  bank  note  does  not 
possess  this  quality ;  must  not,  therefore,  the  value  of  the  coin 
or  bullion  follow  the  rate  of  the  exchange,  whilst  the  Bank  note 
cannot  be  influenced  by  such  an  operation?" 

"  Certainly;  a  Bank  note  not  payable  in  specie  is  confined  to 
our  circulation,  and  cannot  make  a  foreign  payment ;  a  Bank 
note  payable  in  specie  is  the  same  thing  as  coin  or  bullion." 

"  May  not  this  distinguishing  quality  between  the  Bank  note 
and  the  bullion  explain  the  difference  of  value,  without  its 
following  that  the  Bank  note  is  depreciated  for  any  purpose  of 
measuring  the  value  of  commodities  within  this  country?" 

"  No,  I  think  it  cannot ;  the  term  depreciation,  I  conceive,  does 
not  mean  a  mere  diminution  in  value,  but  it  means  a  diminished 
relative  value,  or  a  comparison  with  something  which  is  a 
standard.  And,  therefoi'e,  I  think  it  quite  possible  that  a  Bank 
note  may  be  depreciated,  although  it  should  rise  in  value,  if  it 
did  not  rise  in  value  in  a  degree  equal  to  the  standard,  by  which 
only  its  depreciation  is  measured." 

"  You  have  stated  an  opinion,  that  the  contraction  of  issues  of 
paper  would  at  all  times  restore  the  price  of  gold  to  the  Mint 
price,  and  render  the  exchange  favourable  to  the  country;  sup- 
posing the  balance  of  payments  of  the  country  to  be  against  us, 
in  what  manner  would  you  have  them  paid?" 

"  It  appears  to  me  that  a  reduction  in  the  amount  of  currency 
may  always  restore  the  price  of  bullion  to  the  Mint  price;  but  I 
have  not  said  that  that  will  always  restore  the  exchange  to  par." 

122.  Mr.  Alexander  Baring,  afterwards  Lord  Ashburton. 
Lords'  Committee,  p.  1 0  : — 

"  Is  it  your  opinion  that  the  exchanges  and  the  price  of  gold 
are  affected  by  the  increase  or  diminution  of  the  circulation  of 
the  notes  of  the  Bank  of  England?" 

"  I  can  have  no  doubt  of  it  whatever ;  I  have  always  consi- 
dered the  price  of  bullion  and  the  rates  of  exchange,  which,  for 
this  purpose,  are  the  same  things,  dependent  on  the  paper 
circulation,  and  liable  to  be  regulated  by  its  contraction  or 
expansion.  I  do  not  mean  to  say  that  the  foreign  exchanges, 
or  the  price  of  bullion,  would  vary  always  in  proportion  to  any 
alteration  in  the  amount  of  the  paper  of  the  Bank  of  England, 
or  even  of  the  paper  of  the  country  at  large,  because  there  are 
various  circumstances  which,  at  different  times,  vary  the  amount 
of  the  circulating  medium  required  for  the  use  of  every  country; 
and  sometimes,  for  instance,  twenty-live  millions  of  Bank  paper 
may  be  too  much,  when,  at  another  period,  thirty  millions  may 
be  too  little.  It  is  the  great  delect  of  a  paper  currency  that  it 
cannot  adapt  itself  to  this  change  of  circumstances. " 

"  Are  you  of  opinion  that  the  loans  which  have  been  contracted 


6  1  THEORY    AND    PRACTICE    OF    BANKING. 

for  in  foreign  States,  particularly  in  France,  since  the  peace,  have 
had  an  unfavourable  effect  upon  the  exchanges  of  this  country?" 

"The  circulation  of  the  country  being  in  its  present  state, 
payments  abroad,  from  whatever  cause  arising,  must  have  an 
effecl  upon  the  exchange." 

"  What  do  you  mean  by  the  present  state  of  the  circulation  of 
the  country?" 

"  I  mean  that  if  the  circulation  were  in  its  former  state  of 
payment  in  specie,  that  no  payments  abroad  would  bring  the 
exchanges  materially  below  their  par;  but  with  a  paper  which 
lias  no  regulator  of  its  value,  it  is  undoubtedly  liable  to  depre- 
ciation by  foreign  payments,  as  has  been  amply  proven  in  the 
course  of  the  last  war." 

"  Were  you  at  Paris -at  the  time  of  the  great  crisis  of  the 
Hank  of  Paris?" 

"I  was;  and  I  believe  the  information  conveyed  in  the  Go- 
vernor's report  to  the  proprietors  in  January  last,  as  to  the  effect 
of  the  reduction  of  their  issues  upon  foreign  exchanges,  and 
upon  the  amount  of  bullion  in  their  vaults,  to  be  correctly  stated. 
The  effect  of  the  reduction  of  their  discounts  upon  the  exchanges, 
and  upon  their  bullion,  seems  to  me  singularly  applicable  to  the 
present  question.  Their  bullion  was  reduced,  by  imprudent  issues, 
from  11 V  millions  of  francs  to  34  millions  of  francs,  and  has 
returned,  by  more  prudent  and  cautious  measures,  to  100  millions 
of  francs,  at  which  it  stood  ten  days  ago." 

"  Are  Ave  to  understand,  then,  that,  in  your  judgment,  consi- 
derable importations  of  grain  in  years  of  unfavourable  harvests 
would  have  an  unfavourable  effect  upon  the  exchange?" 

"  I  think  it  would,  in  any  country  having  a  circulation  of 
paper,  not  payable  on  demand,  and  when  there  are  no  means  of 
contracting  its  amount,  so  as  to  perform  for  the  circulation  the 
same  office  Avhich  a  sound  circulation  of  specie  would  do  for 
itself." 

"  Would  it  have  the  same,  or  any,  effect  in  a  country  where 
the  circulation  was  partly  of  specie  and  partly  of  paper,  conver- 
tible into  specie,  as  before  the  Bank  restriction?" 

"  I  think  that  no  demand,  however  pressing,  and  of  whatever 
nature,  would  make  such  a  fall  in  the  exchanges  as  would  exceed 
the  expense  of  the  transport  of  coin,  combined  with  the  risk  of 
the  violation  of  the  law,  so  long  as  a  law  exists  against  exporting 
the  coin.  This  opinion,  founded,  as  it  is,  upon  the  principle  of 
circulation,  is  amply  confirmed  by  the  uniform  experience  of  this 
country  before  the  restriction  of  caslrpavments,  and  of  every  other 
country  with  which  I  have  been  acquainted.  This  principle  has 
been  put,  perhaps,  more  severely  to  the  test  within  the  last  two 
years  in  France  than  in  any  other  instance.  France  having  had 
a  huge  payment  to  make;  abroad,  beyond  the  apparent  means  of 
her  commerce,  and   without   any  equivalent  return,  and   these 
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payments  having  produced  no   derangement  whatever  of  the 
circulation  of  that  country." 

123.  Mr.  John  Ward,  general  merchant,  with  much  experience 
in  money  operations.      Commons'  Committee,  p.  239 : — 

"  Is  it  your  opinion  that  the  rate  of  foreign  exchanges,  and 
the  market  price  of  gold,  are  affected  by  an  increase  or  diminu- 
tion in  the  amount  of  Bank  paper?" 

"  Certainly." 

"  Do  you  think  it  would  be  hi  the  power  of  the  Bank,  by  a 
reduction  in  the  amount  of  their  paper  issues,  to  restore  a 
favourable  rate  of  exchange,  and  to  reduce  the  market  price  of 
gold  to  the  Mint  price  ?  " 

"  That  is  my  opinion." 

"  Are  you  of  opinion  that,  under  the  restriction  of  cash  pay- 
ments, the  excess  of  the  market  price  above  the  Mint  price  of 
gold  is  an  indication  of  the  paper  currency  being  depreciated, 
during  the  restriction  of  cash  payments  ?  " 

"  Certainly." 

"  Is  the  amount  of  that  excess  of  the  market  above  the  Mint 
price  of  gold  the  measure  of  that  depreciation  in  your  opinion  ?  " 

"  It  is." 

"  You  have  stated  that  you  consider  the  paper  of  the  Bank  of 
England  to  have  been  depreciated  by  excessive  issue  ;  during 
how  long  a  period  do  you  consider  that  depreciation  to  have 
existed?" 

"  I  cannot  distinctly  state  for  how  long  a  pei'iod  unless  I 
could  compare  it  with  the  value  of  gold." 

"  About  how  long  ?  " 

"  So  long  as  the  price  of  gold  bullion  has  been  above  the  Mint 
price." 

124.  The  above  extracts,  which  are  only  a  portion  of  the 
evidence  given  by  the  great  majority  of  the  witnesses,  are 
sufficient  to  shew  the  extraordinary  change  which  had  taken 
place  in  the  opinion  of  the  commercial  world  since  the  Report  of 
the  Bullion  Committee,  with  respect  to  the  great  question  of  the 
connection  between  the  paper  currency,  the  price  of  bullion,  and 
the  foreign  exchanges.  The  old  opinions  had  scarcely  a  voice 
in  their  favour;  even  Mr.  Barman,  who  had  in  all  previous 
occasions  been  the  stoutest  antagonist  of  the  principles  of  the 
Bullion  Report,  was  considerably  shaken  in  his  opinion.  Not- 
withstanding, however,  that  the  governor  and  deputy-governor, 
and  several  other  directors  of  the  Bank,  had  given  in  their 
adherence  to  these  doctrines,  the  majority  of  the  court  still 
persisted  in  the  old  opinions;  and,  on  the  occasion  of  some 
questions  having  been  sent  for  their  consideration  by  the  Com- 
mittee  of  the    House    of    Commons,    took    the    opportunity    of 
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recording  publicly  their  disapproval  of  the  doctrines  which 
were  now  in  the  ascendant.  On  the  25th  March  they  resolved — 
"  That  this  court  cannot  refrain  from  adverting  to  an  opinion, 
strongly  insisted  upon  by  some,  that  the  Bank  has  only  to  reduce 
its  issues  to  obtain  a  favourable  turn  in  the  exchanges,  and  a 
consequent  influx  of  the  precious  metals ;  the  court  conceives  it 
to  be  its  duty  to  declare  that  it  is  unable  to  discover  any  solid 
foundation  for  such  a  sentiment." 

125.  The  Report  of  the  Lords'  Committee  contented  itself  with 
recording  the  opinions  of  the  different  witnesses  upon  the  great 
question  so  long  agitated,  it  pronounced  no  judgment  of  its 
own  upon  the  soundness  of  the  different  views.  It,  however, 
was  very  decided  in  the  recommendation  to  return  to  the  ancient 
metallic  standard  as  speedily  as  could  be  done,  with  a  due 
regard  to  the  interests  of  commerce.  The  Committee  of  the 
Commons  expressed  their  opinion  that,  when  the  exchanges 
became  unfavourable,  and  the  market  price  of  gold  rose  above 
the  Mint  price,  the  only  mode  in  which  the  Bank  could  have 
retained  the  coin  in  circulation  was  by  contracting  their  issues. 
And  they  said  that,  however  the  exchanges  might  have  been 
affected  during  the  last  and  preceding  year,  they  had  no  reason 
to  apprehend  the  same  or  any  other  causes  could  continue  to 
affect  them  in  such  a  degree  as  to  preclude  the  Bank  of  England, 
by  a  constant  reference  to  the  exchanges  and  the  price  of  gold, 
and,  when  necessary,  by  a  cautious  reduction  of  their  paper 
currency,  from  gradually  approximating  its  value  to  that  of 
gold,  and  ultimately  re-establishing  and  maintaining  it  at  par. 
Both  Houses  agreed  in  recommending  that  after  the  1st 
February,  1820,  the  Bank  should  be  required  to  deliver  gold  of 
standard  fineness  in  quantities  of  not  less  than  60  ounces,  at 
£4  Is.  per  ounce;  that  after  the  1st  October,  1820,  the  rate 
should  be  reduced  to  £3  19s.  6d. ;  and  after  the  1st  May,  1821, 
it  should  be  reduced  to  the  Mint  price  of  £3  17s.  10^d.  per 
ounce,  that  this  liability  to  pay  in  bullion  should  continue  for 
not  less  than  two,  nor  more  than  three  years,  from  1st  May,  1821, 
when  payments  in  cash  should  be  resumed.  They  also  expressed 
their  opinion  that  the  great  destruction  of  country  bank  paper 
in  1816-17,  had  been  partly  instrumental  in  reducing  the  price  of 
gold,  and  making  the  exchanges  favourable  during  that  period. 
That,  from  the  numerous  circumstances  affecting  the  value  of 
Bank  of  England  paper — the  varying  state  of  commercial 
credit  and  confidence — the  fluctuations  in  the  amount  of  country 
bank  paper,  and  other  reasons,  no  satisfactory  conclusion  could 
be  drawn  from  the  mere  numerical  amount  of  their  issues  at  any 
given  time. 

126.  The  Report  was  brought  before  the  Lords  on  the  21st 
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May,  1819,  when  a  petition,  signed  by  about  500  merchants, 
bankers,  and  others,  was  presented  against  it,  on  the  ground 
that  the  extensive  contraction  of  the  Bank's  issues  in  so  short  a 
time,  as  would  be  rendered  necessary  by  it,  would  cause  general 
embarrassment.  The  directors  of  the  Bank  communicated  a 
very  strong  representation,  containing  similar  views,  to  Lord 
Liverpool,  "which  Avas  also  laid  before  the  House.  Lord  Har- 
rowby, however,  that  evening,  brought  in  the  ministerial  reso- 
lutions, which  were  framed  in  accordance  with  the  Report,  and 
the  last  of  which  was: — ''That  it  was  expedient  to  repeal  all 
laws  prohibiting  the  melting  or  exportation  of  the  gold  or  silver 
coin  of  the  realm."  Lord  Lauderdale  moved  a  series  of  resolutions 
in  opposition,  the  principal  of  which  was  the  Mint  price  of  gold 
should  be  altered  to  correspond  with  the  market  price. 

127.  The  resolutions  were  moved  in  the  Lords  by  Lord 
Liverpool,  in  a  speech  of  singular  clearness  and  ability.  Every 
word  that  he  uttered  told  with  crushing  effect  upon  the  course 
of  the  Government  in  1810.  He  was  an  entire  convert  to  the 
principles  of  the  Bullion  Report,  in  their  fullest  extent.  He 
said  that  the  three  chief  points  in  question  were,  whether — 1.  It 
was  expedient  to  return  to  some  fixed  standard  of  value.  2. 
Whether  that  standard  should  be  the  ancient  one.  3.  By  what 
means  it  could  be  done.  That  the  first  point  was  the  most 
important,  because  it  would  be  found  that  all  the  opposition  to 
the  measure  was  simply  a  disguised  hostility  to  return  to  cash 
payments  at  all.  Many  considered  that  there  should  be  no 
standard  of  value;  but  what  civilized  country  had  ever  acted 
upon  this  principle  since  the  world  began  ?  In  former  times  the 
most  disgraceful  measures  had  been  resorted  to,  to  depreciate 
the  standard,  but  even  that  was  not  so  bad  as  having  no 
standard.  No  country  in  the  world  had  ever  established  a  cur- 
rency without  a  fixed  standard  of  value;  it  might  be  gold, 
silver,  copper,  or  even  iron,  but  it  must  be  something  which  had 
a  real  value;  it  could  not  be  paper,  which  had  no  real  value,  but 
is  only  a  promise  of  value,  and  England,  the  first  country  for 
commerce  and  knowlege  of  political  economy,  should  not  be 
the  first  to  confer  on  any  body  of  men,  however  pure  their 
motives  and  conduct,  the  power  of  making  money  according  to 
the  suggestions  of  their  own  interests.  Policy,  good  faith,  and 
common  honesty  called  on  them  to  return  to  the  ancient  standard. 
No  doubt  some  of  the  public  debts  were  contracted  in  a  de- 
preciated currency,  but  yet  the  contract  was  to  pay  according  to 
the  ancient  standard,  and  they  must  adhere  to  that  if  they  meant 
to  act  honestly.  He  ridiculed  the  idea  of  the  danger  or  difficulty 
of  doing  so.  In  1816  gold  fell  to  the  Mini  price,  and,  when  it 
was  quoted  at  £3  18s.  (id.  in  the  public  lists,  it  might,  in  fact, 
have  been  bought  cheaper,  only  the  Bank  determined  to  be  the 
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only  purchaser,  and  gave  that  price.  Since  then  it  had  risen  to 
('>.',  per  cent,  above  the  Mint  price,  but  at  the  time  he  was  speak- 
ing it  was  only  3  per  cent,  above  the  standard  price.  A  noble 
Earl  had  doubted  whether  it  was  in  the  Bank's  power  to  bi'ing 
gold  to  the  Mint  price  by  contracting  its  issues.  The  question 
was,  no  doubt,  somewhat  obscure,  but  the  Report  would  show 
that  there  was  not  a  single  practical  man,  even  among  those 
most  hostile  to  the  intended  measure,  who  did  not  admit  that  a 
contraction  of  the  Bank's  issues  must  necessarily  have  the  effect 
of  rendering  the  exchange  favourable  to  this  country,  and  of 
lowering  the  price  of  bullion.  He  himself  entertained  no  doubt 
upon  the  point.  The  plan  proposed  by  the  resolutions,  gave 
ample  time  for  the  Bank  to  make  all  necessary  preparations 
without  injury  to  the  commercial  interests  by  too  sudden  a 
contraction.  The  subject  of  the  quantity  of  the  circulating 
medium  necessary  for  commercial  transactions  was  one  of  the 
greatest  importance ;  it  was  one,  however,  in  which  it  was  im- 
possible to  fix  any  nice  proportion,  and,  in  his  opinion,  the  only 

CRITERION  OF  A  CIRCULATION  BEIXG  SUFFICIENT  OR  EXCESSIVE 
WAS  TO  BE  FOUND    SOLELY  IN  ITS  VALUE   WHEN    COMPARED   WITH 

the  precious  metals.  The  real  value  of  paper  could  only  be 
ascertained  by  its  convertibility  into  specie.  If  that  test  was 
adopted  it  made  little  difference  what  the  circulating  medium 
was  composed  of.  In  Lancashire  it  chiefly  consisted  of  bills  of 
exchange,  which  was  found  to  succeed  perfectly  in  that  county. 
If  any  country  or  district  was  possessed  of  real  and  substantial 
wealth,  it  would  soon  find  a  circulating  medium  for  itself.  The 
measures  proposed,  in  his  opinion,  would  lead  to  no  inconvenience ; 
if  any  could  have  arisen,  they  had  been  incurred  already,  and 
if  Parliament  would  steadily  adhere  to  the  course  recommended, 
they  would  see  the  ancient  standard  restored  without  material 
distress  to  any  one. 

128.  Lord  Lauderdale  made  some  severe  remarks  upon  the 
strong  speech  made  by  Lord  Liverpool  in  favor  of  the  very 
doctrines  he  had  been  twelve  years  in  controverting.  Lord  King 
heartily  approved  of  the  resolutions,  and  especially  that  the  time 
was  fixed  by  Parliament,  when  the  Bank  should  resume  cash 
payments,  as  the  public  would  now  have  a  security  beyond  the 
discretion  of  the  Bank  directors.  The  numerical  amount  of 
Bank  notes  could  be  no  guidance  for  the  amount  of  issues.  The 
only  rule  which  could  be  given  for  their  regulation  was  to  keep 
gold  at  the  Mint  price.  This  was  the  only  check  on  the  vicious 
practice  which  22  years'  usage  had  accustomed  some  to  consider 
as  the  natural  state  of  the  currency  of  the  country. 

129.  Lord  Grenville  spoke  with  great  earnestness  in  favour 
of  the  resolutions,  and  his  sentiments  deserve  most  particular 
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attention,  because  he  was  one  of  the  Cabinet  who  originally 
proposed  the  Restriction  Act.  He  now,  however,  came  forward 
to  repeat,  in  the  most  emphatic  terms,  what  he  had  already 
avowed,  that  he  considered  the  restriction  as  one  of  the  greatest 
calamities  under  which  this  suffering  country  laboured.  He  had 
frequently  had  occasion  to  lament  and  deplore  the  part  which  he 
had  himself  taken  on  its  original  proposition,  hi  prolonging  it 
for  the  term  of  the  then  existing  war.  Having  avowed  his  error 
in  so  doing,  as  became  an  honest  man,  at  the  commencement  of 
the  last  war,  and  having  foreseen,  but  too  truly,,  all  the  misery 
that  followed,  he  felt  great  joy  that  the  country  could  now  look 
forward  with  certainty  to  the  repeal  of  that  injudicious  and 
unfortunate  measure.  There  was  no  difference  in  principle 
between  the  excessive  issues  of  the  Bank  of  England  and  those 
of  Austria,  Prussia,  and  Russia.  He  was  most  anxious  to  place 
on  record  his  opinion,  that  the  evils  of  the  restriction  had  far 
counterbalanced  its  good,  and  that  future  statesmen  might  know 
that  the  opinion  that  this  measure  had  saved  the  country  was 
not  unanimous.  He  hoped  it  would  be  recorded  of  him,  as  his 
decided  conviction,  that  in  proportion  to  the  danger  under  which 
the  country  laboured,  was  the  impolicy  and  desperate  madness 
of  such  a  measure  as  they  were  now  considering  how  to  rescind. 
Whatever  temporary  advantages  might  be  furnished  to  indi- 
viduals from  too  liberal  issues,  those  veiy  individuals  generally 
suffered  tenfold  injury.  While  the  Bank  was  lending  money 
Avith  one  hand,  with  the  other  it  was  shaking  the  foundation  of 
contracts,  affecting  all  prices,  involving  the  country  in  distress, 
and  individuals  in  ruin  ten  times  greater  than  any  benefits  they 
could  derive  from  liberal  issues.  Increased  bankruptcies 
invariably  followed  increased  issues.  The  miseries  of  1816  were 
the  sure  consequences  of  the  extravagant  issues  of  the  pre- 
ceding year  ;  the  country  bank  paper,  which  was  not  propped 
up  by  law  like  Bank  paper,  was  fearfully  depreciated,  and  had 
involved  the  whole  kingdom  in  general  desolation.  Trade, 
commerce,  agriculture,  the  classes  even  most  remote  from  any 
connection  with  the  paper  system,  found  themselves  suddenly 
consigned  to  total  and  inexplicable  ruin.  The  sight  of  the  misery 
thus  caused  would  fill  them  with  horror.  In  commerce,  as  in 
war,  there  could  be  but  one  sure  b;isis  of  management,  and  that 
was  a  currency  regulated  by  a  standard  of  metallic  value.  Not 
that  metal  was  necessary  as  mvhil,  but  as  possessing  value. 
It  was  impossible  to  represent  value  except  by  value.  For 
this  reason,  all  civilized  countries  had  adopted  a  metallic 
standard.  The  original  names  of  the  divisions  of  money  in 
all    known    languages    referred     to    the    weight    of    the    metal. 

It   was   so    among    the    Hebrews,   the  Greeks,   the    Romans, 

the  French,  the  English.  The  pound  in  England,  and  the 
livre  in  France,  were  originally  a  pound   weight  of  metal.     The 
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weight  of  the  metal  had  been  diminished  in  each  country  in  the 
coins  at  different  periods,  but  each  case  of  such  reduction  was  a 
fraud  upon  the  people,  and  it  had  always  been  done  in  times  of 
discontent  and  turbulence.  It  was  attempted  to  be  done  in  the 
days  of  Edward  VI.,  but  the  advisers  of  the  measure  were  com- 
pelled to  retrace  their  steps  through  fear  of  an  insurrection.  It 
was  time,  therefore,  to  return  to  a  fixed  measure,  and  to  put  an 
end  to  a  system  of  variable  value,  when  every  one's  property 
was  at  the  mercy  of  a  body  of  individuals.  We  must  have  a 
currency  established  on  public  faith — on  public  laws.  The 
depreciation  of  the  paper  currency  had  been  nearly  one-third, 
and  every  one  Avho  held  it  had  lost  to  that  amount.  There  was 
no  disposition  now  in  any  class  to  deny  this.  The  Directors  of 
the  Bank  of  England  alone  refused  to  admit  the  principles  of 
the  Bullion  Report — so  wisely  and  irrefragably  established  by 
that  great  man,  the  late  Mr.  Horner — a  report,  which  could  not 
be  read  without  instruction  and  admiration,  for  the  depth  and 
soundness  of  its  doctrines,  and  bitter  regret  for  the  prema- 
ture loss  of  a  statesman  who  was  so  well  calculated  to  serve  and 
adorn  his  country.  If  the  Directors  would  only  now  believe  in 
the  Bullion  Report,  there  might  be  some  hope  of  them,  but  as 
they  did  not,  they  were  the  last  persons  who  should  be  left  to 
manage  the  currency  at  their  own  discretion.  He  did  not  believe 
in  any  calculations  as  to  the  quantity  of  circulating  medium 
necessary.  It  was  now  time  that  the  connexion  between  the 
Government  and  the  Bank  of  England  should  be  dissolved.  It 
was  in  direct  violation  of  the  principles  upon  which  the  Bank 
was  founded.  They  must  revert  to  the  legitimate  standard  of 
this  country,  in  respect  to  its  currency.  It  was  not  the  value  of 
that  currency,  but  the  value  of  the  metal  by  which  it  was  regu- 
lated, as  paper  was  regulated  by  the  price  of  bullion.  In  the 
Bullion  Report,  which  hereafter,  he  did  not  doubt,  would  form 
a  standard,  constant  and  unerring,  in  the  political  economy 
of  this  country,  of  whose  extraordinary  merit  he  was  not  aware 
until  lately,  this  subject  was  clearly  defined.  He  gave  his  entire, 
unlimited,  and  unqualified  approbation  to  the  ministerial  reso- 
lutions. 

130.  Such  are  short  outlines  of  the  speeches  of  Lord  Liver- 
pool and  Lord  Grenville  upon  this  momentous  question,  which 
well  deserve  to  be  studied  at  length  in  the  present  time,  Avhen 
many  of  the  heresies  and  fallacies  they  combated  so  strongly 
and  convincingly,  seem  springing  up  again  in  the  public  mind. 
The  resolutions  were  then  put  and  agreed  to  without  a  division. 

131.  The  resolutions  in  the  Commons  were  introduced  by  Mr. 
Peel,  on  the  24th  May,  who  freely  owned  that,  in  consequence  of 
the  evidence   he  had   heard,   and   the   discussions   upon   it,  his 
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opinions  had  undergone  a  material  change.     He  acknowledged, 

without  sliume  or  remorse,  that  his  opinions  were  very  different 
now  to  what  they  were  when  he  voted  against  Mr.  Horner's 
resolution  in  1811.  Having  determined  to  dismiss  from  his 
mind  all  former  impressions,  and  the  memory  of  the  vote  he 
had  formerly  given,  and  to  give  the  question  his  unprejudiced 
and  undivided  attention,  he  had  now  come  to  the  conclusion  that 
Mr.  Horner's  resolutions  represented  the  true  nature  and  laws  of 
our  monetary  system.  Every  sound  writer  agreed  that  the  true 
standard  of  value  consisted  of  a  definite  quantity  of  gold  bullion,  a 
certain  weight  of  which,  with  an  impression  on  it  denoting  it  to 
be  of  that  certain  weight  and  fineness,  constituted  the  only  true, 
intelligible,  and  adequate  standard  of  value.  No  doubt  the  Bank 
was  perfectly  solvent,  but  did  it  follow  from  that,  there  could  be 
no  over  issue  of  its  paper?  If  solvency  alone  was  a  sufficient 
proof  that  there  was  no  excess  of  circulation,  the  theory  of  Mr. 
Law  wras  just,  and  the  land,  as  well  as  the  funds,  might  be  safely 
converted  into  a  circulating  medium.  There  was,  in  fact,  no  test 
of  excess  <>r  deficiency,  but  a  comparison  with  the  price  of  gold. 
As  the  Bank  had  so  entirely  repudiated  the  principles  of  the 
Bullion  Report,  they  could  not  be  expected  to  act  upon  them ;  it 
might,  therefore,  appear  necessary  to  prescribe  such  a  limitation 
of  their  issues  as  would  secure  the  power  of  the  Bank  over  the 
foreign  exchanges.  He  himself  thought  this  a  very  unwise  plan, 
because  it  depended  so  much  on  circumstances,  whether  or  not 
there  was  an  excess  of  circulation.  There  were  occasions  when 
what  was  called  a  run  on  the  Sank  might  be  arrested  in  its 
injurious  consequences  by  an  increase  of  its  issues.  There  were 
other  occasions  when  such  a  state  of  things  demanded  a  curtail- 
ment. In  the  year  1797,  when  a  run  was  made  on  the  Bank, 
bill  when  the  exchanges  were  favourable,  and  the  price  of  gold 
had  not  risen,  it  was  proved  that  an  extension  of  issues  might, 
by  restoring  confidence,  have  rendered  the  original  restriction 
unnecessary.  On  the  other  hand,  if  the  run  was  the  effect  of 
unfavourable  exchanges  and  the  consequent  rise  in  the  price  of 
gold,  the  alarm  must  be  met  by  a  reduction  of  (lie  issues.  It 
was,  therefore,  impossible  to  "prescribe  any  specific  limitation  of 
issues  to  be  broughl  into  operation  at  any  period,  however  re- 
mote. The  quantity  of  circulation  which  was  demanded  in  a 
time  of  confidence,  varied  so  materially  from  the  amount  which 
a  period  of  despondency  required,  that  if  was  <m  absoluU  im- 
possibility to  fix  any  circumscribed  amount.  He  said  thai  the 
time  was  come  when  the  connection  that,  existed  between  the 
Government  and  the  Bank  must  be  dissolved,  and  it  must  revert 
t<>  its  original  principle  of  business.     The  obstinate  opinions  of 

the    Directors    of   the    Bank,  shewed    that    I  hey  were  unlit    \><   be 

trusted  with  the  management  of  the  pecuniary  interests  of  tin- 
British  community.     The  House  must  resume  its  powers  which 


72       THEORY  AND  PRACTICE  OF  BANKING. 

it  had  abdicated  too  long.     There  could  be  no  inconvenience  in 
compelling  the  Bank  to  pay  in  specie  at  the  Mint  price.     They 
had  done  so  from  1776  to  1797,  and  the  price  of  gold  never  rose 
above  £3   1 7s.  6d.     But  it  was  said  that  it  had  since  risen  to 
£5   2s.,  and  that  the  standard  was  variable.     The  fact  was,  we 
had  since  then  introduced  a  substitute  for  gold,  and  its  price 
was  considered  in  relation  to  that  substitute.     Let  not  the  House 
be  led  away  by  any  calculation  to  mistake  the  prick  for  the 
value.     When  people  talked  of  gold  rising  in  price,  were  they 
prepared  to  shew  that  it  had  risen  in  intrinsic  value/     Let 
them  not  talk  of  its  price  in  paper,  but  in  any  other  commodity 
of  a  real  and  fixed  value.     So  far  from  gold  having  risen  in  value, 
since  the  last  fifty  years,  it  had  actually  fallen  in  value,  partly 
from  the  greater  abundance  of  the  metal  itself,  and  partly  from 
the  substitutes  that  were  used  for  it.     A  very  prevalent  theory 
was,  that  instead  of  regulating  paper  by  the  value  of  gold — gold 
should  be  regulated  by  the  value  of  paper.     This  was  nothing 
less  than  a  fraud  upon  the  public  creditor.     It  was  vain  to  think 
that  foreign  nations  could  be  imposed  upon  by  such  a  deception. 
The  only  result  would  be,  that  after  the  public  creditor  had 
been  cheated,  the  coin  would  be  debased.     The  only  course  was, 
to  revert  to  the  ancient  standard  of  the  realm,  and  to  beware 
of     arguments,    which   were   not   only   fraudulent,   but   would 
nut    accomplish   their   own   objects,   while    they  would   aggra- 
vate present  difficulties.      Every    deviation  from    the  ancient 
practice  would  be  quoted  as  a  precedent  for  a  more  extended 
departure    from    that  practice.      Under   future    difficulties    the 
conduct  of  their  ancestors  would  be  panegyrised  by  the  advo- 
cates of  the  suspension  of  cash  payments,  and  conclude  because 
the  price  of  gold  had  risen  still  further  in  its  relation  to  paper, 
that    the    principle   by   analogy    ought    to   be    extended.     The 
restoration   of  the   value   of  our  currency  had   always  been  a 
striking  political  feature  in  the  history  of  the  country,  and  an 
object  of  the  most  earnest  solicitude  of  our  most  distinguished 
statesmen.     Three  periods  were  especially  memorable  for  great 
reforms   in  the  coinage — in  the  reigns  of  Edward  I.,  Queen 
Elizabeth,  and  William  III.     These  periods  must  ever  be  re- 
garded   with  pride    and    satisfaction.      They     were    of    much 
greater    difficulty    than    the    present.       On    Queen    Elizabeth's 
accession,   the   coin   was    reduced  to    £   of    its  nominal    value. 
Cinder    Burleigh's    advice   she    resolved   to  restore   the    value. 
Plenty  of  persons  dissuaded  her  from  that  idea,  alleging  the 
difficulties  of  the  attempt.     But  Burleigh  maintained  that  those 
very  difficulties  should  constitute  the  motives  for  perseverance, 
as  they  must  raise  and  establish  the  character  of  the  country, 
and    inspire   its    enemies    with  respect.     The  Queen   had   nobly 
persevered,  and  in  her  monumental  inscription,  above  all  her 
titles   to   distinction,  this  one    shone  preeminent  "  Moneta  ln 


DEBATE    IN    THE    COMMONS.  73 

justum  valorem  reducta."  He  then  detailed  the  restoration  of 
the  coinage  by  William  III.  The  arguments  against  it  in  those 
times  were  identical  with  those  used  against  it  at  the  present 
time.  However,  fortunately,  the  firmness  of  King  William 
and  Mr.  Montague  triumphed  over  prejudices  in  theory,  mis- 
conceptions in  reasoning,  and  the  greatest  financial  and  political 
difficulties.  The  idea  that  this  country  owed  its  glory  and 
military  honours  to  an  inconvertible  paper  currency  was  ridi- 
culous ;  we  had  abundance  of  prosperity  and  military  glory 
before  1797,  before  we  were  blessed  with  an  inconvertible  paper 
currency.  The  true  reason  of  her  difference  from  other  States 
was  that  she  always  kept  her  faith  inviolate.  It  was  this  that 
cheered  the  country  under  all  dangers,  and  caused  her  to  exult 
in  victory.  It  was  this  feeling  that  carried  the  country  through 
the  dismal  voyage  she  had  just  accomplished,  and  now  that  they 
had  readied  the  other  shore  in  safety,  let  them  not  abandon 
the  great  principle  which  had  supported  them.  Every  considera- 
tion of  policy,  good  faith,  and  justice,  called  upon  them  to 
restore  the  ancient  and  permanent  standard  of  value.  He 
allowed  that  he  had  once  entertained  views  different  from 
those  he  now  held,  but  he  had  given  his  mind  candidly  to  a 
re-investigation  of  the  whole  subject,  and  he  felt  himself  bound 
to  state  honestly,  that  he  was  now  a  convert  to  the  doctrines 
regarding  our  currency  he  had  once  opposed. 

132.  The  debate  that  followed  was  chiefly  composed  of  a 
strain  of  congratulation  and  rejoicing  at  the  course  adopted  by 
the  Government,  and  approval  of  the  resolution.  Mr.  Tierney 
was  averse  to  compliment  Mr.  Peel  too  much,  as  he  was  thereby 
only  complimenting  the  opinions  he  himself  and  his  friends  had 
been  advocating  for  many  years.  But,  nevertheless,  it  was  a 
source  of  sincere  pleasure  to  him  to  see  the  maxims  he  had  so 
long  been  contending  for  adopted  as  true  policy  by  the  House, 
especially  as  such  ample  justice  had  been  done  to  them  by 
Mr.  Peel,  who  now  avowed  them  for  the  fist  time.  Mr.  Ricardo 
said  that,  when  the  directors  of  the  Bank  were  called  individually 
before  the  Committee,  they  fully  admitted  that  the  price  of  gold 
and  the  foreign  exchanges  were  affected  by  the  amount  of  their 
issues,  but,  when  collected  as  a  court  they  resolved  in  direct 
opposition  to  such  opinions.  When  they  avowed  such  inconsis- 
tent opinions,  and  alter  1  he  experience  tin'  1  louse  had  had  of  their 
conduct,  it  would  be  the  highesl  indiscretion  in  Parliament  not 
to  take  the  preparations  for  the  resumption  of  cash  payments  out 
of  their  hands.  M\  Alderman  Heygate  was  almost  left  alone,  to 
adhere  to  the  opinions  of  Parliament  in  1  8  I  I  ;  he  maintained  that 
no  depreciation  of  the  paper  did  exist  at  that  time,  or  ever  could 
exist.  However,  the  current  of  opinion  \\:is  so  strong  and 
unanimous,  that,   though   some  unimportant  amendments  were 
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brought  forward,  modifying  some  details  in  the  resolutions,  but 
not  at  all  denying  their  general  truth,  these  were  all  withdrawn, 
and  the  resolutions  were  passed  without  a  dissentient  voice, 
Mx.  Canning  declaring,  amidst  loud  and  general  cheering,  that  it 
was  the  unanimous  determination  of  Parliament  that  the  country 
should  return  as  soon  as  possible  to  the  ancient  standard  of 
value,  in  the  establishment  of  a  metallic  currency.  The  bill 
passed  the  Commons  with  little  further  remark. 

133.  In  the  House  of  Lords  the  Marquis  of  Lansdowne 
rejoiced  at  the  introduction  of  the  bill,  on  account  of  the  sound 
principles  of  political  economy  it  contained,  by  recognizing  a 
metallic  standard  as  the  only  safe  foundation  for  the  circulating 
medium.  It  recognized  the  great  principles,  that  the  price  of 
gold  and  the  foreign  exchanges  depended  upon  the  state  of  the 
currency.  He  hoped  the  country  never  again  would  hear  the 
wild  theories  about  the  currency,  which  had  been  so  prevalent, 
which  were  very  properly  stigmatised  by  the  bill  before  them, 
every  enactment  of  which  declared  their  falsehood.  By  acting 
on  those  ruinous  ideas,  the  country  had  been  burdened  with  an 
overwhelming  mass  of  debt  and  taxation.  The  Earl  of  Liverpool 
said  the  bill  had  met  with  no  opposition,  and  required  no  defence. 
The  chief  provisions  of  this  Act,  Statute  1819,  c.  49,  were: — 

1.  "The  Acts  then  in  force  for  restraining  cash  payments 
should  be  continued  till  the  1st  May,  1823,  when  they  were 
finally  to  cease." 

2.  "  That,  on  and  after  the  1st  February,  and  before  the  1st 
October,  1820,  the  Bank  of  England  should  be  bound,  on  any 
person  presenting  an  amount  of  their  notes,  not  less  than  of  the 
value  or  price  of  60  ounces,  to  pay  them  on  demand  at  the  rate 
of  £4  Is.  per  ounce,  in  standard  gold  bullion,  stamped  and 
assayed  at  the  Mint." 

3.*  "That  between  the  1st  October,  1820,  and  the  1st  May, 
1821,  it  should  pay  in  a  similar  manner  in  gold  bullion  at  the 
rate  of  £3  19s.  6d.  per  ounce." 

4.  "That  between  the  1st  May,  1821,  and  1st  May,  1823,  the 
rate  of  the  gold  bullion  should  be  £3  17s.  10^d.  per  ounce." 

5.  "  During  the  first  period  above  mentioned,  it  might  pay  in 
gold  bullion,  at  any  rate,  less  than  £4  Is.,  and  not  less  than 
£3  19s.  6d.  per  ounce;  in  the  second  period,  at  any  rate,  less 
than  £3  19s.  6d.,  and  not  less  than  £3  17s.  UUd.,  upon  giving 
three  days'  notice  in  the  "  Gazette,"  and  specifying  the  rate;  but, 
after  doing  so,  they  were  not  to  raise  it  again." 

6.  "  These  payments  were  to  be  made  in  bars  or  ingots  of  the 
weight  of  60  oz.  each,  and  the  Bank  might  pay  any  fractional 
sum  less  than  40s.  above  that  in  the  legal  silver  coin." 

7.  "  The  trade  in  gold  bullion  and  coin  was  declared  entirely 
free  and  unrestrained." 
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134.  In  conjunction  with  this  Act,  a  most  salutary  measure 
was  passed  (Statute  1819,  c.  76),  to  put  a  stop  to  the  evil  which 
the  Bank  directors  themselves  alleged  had  brought  about  the 
catastrophe  of  1797,  viz.,  the  enormous  sums  the  Government 
had  been  in  the  habit  of  demanding  from  the  Bank  by  way  of 
advances,  without  any  parliamentary  security,  which  Mr.  Pitt 
had  so  grossly  abused.  By  this  Act,  this  Bank  was  forbidden  to 
make  any  advances  of  any  description,  without  the  express  and 
distinct  authority  of  Parliament  for  that  purpose  first  had  and 
obtained. 

135.  Thus,  at  length,  this  great  act  of  national  good  faitli  was 
accomplished.  The  final  triumph  of  these  great  jmnciples  of 
truth  and  honesty  is  a  memorable  example  of  the  innate  power 
of  truth  to  gain  the  ultimate  victory  when  allowed  the  inestimable 
advantage  of  free  discussion.  No  one  of  ordinary  intelligence 
will  now  venture  to  deny  that  the  currency  was  greatly  depre- 
ciated at  the  time  the  Bullion  Committee  were  appointed,  and  if 
the  coin  had  been  degraded  to  the  value  of  the  paper,  it  would 
simply  have  been  a  national  bankruptcy.  An  amazing  amount  of 
ingenious  sophistry  was  employed,  no  doubt  much  of  it  proceed- 
ing from  honest  though  mistaken  conviction,  a  still  larger  portion 
of  it  arising  from  the  supposed  interests  of  commerce,  to  main- 
tain that  Bank  notes  were  not  depreciated.  The  real  truth, 
however,  was  discovered  by  Mr.  Thornton  and  Lord  King,  and 
published  by  them,  in  the  pamphlets  alluded  to  above.  It  was 
unhesitatingly  adopted  by  the  greatest  statesmen  of  that  day,  as 
appears  by  the  Report  of  the  Committee  of  1804  ;  it  was  then 
pronounced  more  loudly  and  distinctly,  and  with  greater  autho- 
rity by  the  Bullion  Committee  in  1810,  but  it  was  ridiculed  and 
condemned  by  the  great  majority  of  the  commercial  world, 
whose  wild  speculations  it  had  a  tendency  to  curb,  and  rejected 
by  an  immense  majority  in  Parliament  in  1811.  But  the  labor 
was  not  wasted  in  vain.  The  seeds  of  truth  were  firmly  planted 
in  the  public  mind  ;  the  doctrines,  thus  despised  and  rejected  in 
1811,  were  sifted  and  discussed  by  the  public  during  the  next 
eight  years,  and  when  the  next  discussion  upon  them  took  place 
in  1819,  they  had  obtained  the  irresistible  ascendency  in  the 
]  ml  die  mind,  so  that  they  were  enthusiastically  adopted  by 
Parliament  without  a  dissentient  voice. 

136.  The  overwhelming  preponderance  of  mercantile  opinion 
in  1819  adhered  to  the  doctrines  of  the  Bullion  Report.  One 
body  alone  obstinately  refused  to  he  convinced — the  majority  of 
the  court  of  directors  of  the  Bank  of  England.  Six  of  their 
directors  had  given  their  evidence  in  favour  of  the  new 
doctrines;  but  the  court  determined,  witli  inveterate  pertinacity, 
i<>  have  a  last  fling  at  them,  and  passed  the  resolution  we  have 
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already  quoted.  It  took  eight  years  longer  for  the  light  to 
penetrate  the  Bank  parlor.  At  length,  in  1827,  the  Bank  was 
at  last  compelled  to  strike  its  colours,  and  the  resolution  of 
1819  was  solemnly  expunged  from  its  books. 

137.  When,  as  we  have  already  seen,  the  doctrine  of  the  rise 
of  the  market  price  of  bullion,  and  the  fall  of  the  foreign 
exchanges  from  a  depreciated  currency,  were  so  well  understood 
by  the  merchants  and  statesmen  of  1696-7,  and  the  political 
economists  of  the  last  century,  it  may  be  interesting  to  inquire 
what  was  the  fallacy  that  so  long  imposed  upon  men  of  undoubted 
ability,  and  who  doubtless  held  their  convictions  in  perfect  good 
faith  and  honesty  ?  What  was  the  cause  of  the  great  degeneracy 
in  sound  doctrine  between  1696  and  1811,  so  that  it  became 
necessary  to  argue  the  question  from  its  very  foundations  ?  It 
was  this,  that  the  men  of  1696  could  see  that  the  coinage  did 
not  contain  much  more  than  half  of  its  proper  weight  of 
bullion.  But  the  men  of  1811  failed  to  see  that  the  Bank  note 
could  only  preserve  its  value  by  maintaining  a  certain  proportion 
with  the  metallic  currency.  That  an  excess  of  quantity  of  the 
notes  diminished  their  value  relatively  to  gold;  and  this 
diminution  in  the  value  of  the  promise  compared  to  what  it 
professed  to  represent,  was  exactly  identical  in  principle  with  a 
debasement  of  the  coinage  by  alloy,  or  a  depreciation  of  it  from 
deficiency  in  weight  of  bullion.  When  the  Bank  note  became 
the  measure  of  value,  it  was  imperatively  necessaiy  that  they 
should  be  able  to  purchase  in  the  market  the  weight  of  bullion 
they  professed  to  rejn'esent.  When  bullion  rose  to  £5  10s.  when 
paid  in  Bank  notes,  they  were  exactly  in  the  same  predicament 
as  the  coinage  was  under  William  III.,  when  it  had  lost  25  per 
cent,  of  its  weight.  The  diminution  in  the  weight  of  the 
coinage  was  palpable  to  the  senses,  the  diminution  of  the  value 
of  the "  promise  to  pay "  was  only  perceptible  to  the  eye  of 
reason  and  intelligence,  and  long  escaped  the  observation  of  men 
who  conscientiously  disbelieved  it. 

138.  We  will  now  bring  this  long  but  important  discussion 
to  a  close,  by  observing  that  the  grand  principles  of  the  Bullion 
Report  are  not  what  are  properly  termed  matters  of  Opinion  at 
all,  but-  of  Demonstration.  Persons  of  the  most  excellent  taste 
and  judgment  may  entertain  the  widest  differences  of  opinion 
on  the  comparative  merits  of  various  poems,  or  pictures,  or 
pieces  of  music.  There  is  no  absolute  standard  of  truth,  which 
will  enable  any  man  to  assume  the  office  of  an  ai'biter  on  any  of 
these  subjects ;  at  least,  none  has  yet  been  discovered.  Different 
poets,  artists,  and  musicians  are  most  in  harmony  with  different 
mental  constitutions,  of  which  there  is  no  unerring  standard  of 
excellence.     So  in  politics,  it  is  a  pure  matter  of  opinion  and 
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judgment  which  is  the  best  form  of  government,  and  which  is 
most  suitable  for  any  particular  people.  But  the  principles  of 
monetary  science,  as  laid  down  in  the  Bullion  Report,  are  matters 
of  a  totally  different  nature,  they  are  matters  of  pure  geometrical 
demonstration.  They  are  no  more  matters  of  opinion,  in  the 
proper  sense  of  the  expression,  than  the  demonstrations  of 
Euclid  are  matters  of  opinion.  It  is  acknowledged  that  there  is 
an  absolute  standard  of  truth  in  such  matters.  There  are  many 
excellent  persons,  and  of  good  ability  in  other  respects,  whose 
mental  constitution  is  such  that  they  never  can  follow  out  the 
train  of  reasoning,  which  establishes  the  truth  of  a  certain 
famous  proposition  in  Euclid.  But  we  never  heard  of  any  one 
writing  a  pamphlet  against  the  pons  asinorum.  Now,  the 
famous  doctrine  of  the  regulation  of  the  paper  currency  by  the 
price  of  bullion  is  demonstrably  true,  and  it  is  as  vain  to  write 
pamphlets  against  it  as  against  Euclid,  B.  I.,  prop.  5.  When, 
therefore,  a  modern  author  says,  "  the  fundamental  error  of  Mr. 
Iluskisson,  and  the  Bullion  Committee,  on  the  subject,  consisted 
in  the"  principles  which  they  laid  down  as  axioms,  that  the 
measure  of  the  depreciation  of  the  currency  was  to  be  found 
in  the  difference  between  the  market  and  the  Mint  price  of  gold ;" 
this  sentence  is  as  wise  as  if  one  were  to  say,  "the  fundamental 
error  of  Cocker,  and  subsequent  writers  on  arithmetic,  is  the 
principle  which  they  adopt  as  an  axiom  that  twenty-one  is  equal 
to  twenty-one;"  and  when  he  says  a  little  further  on,  "for  as 
bank  notes  never  sank  in  value  compared  with  specie,  whatever 
party  spirit  may  have  affirmed  to  the  contrary,"  he  makes  a 
statement  which  there  is  overwhelming  evidence  to  prove  to  be 
untrue. 
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Table  shewing  the  chief  variations  in  the  market  price  of  gold 
bullion  from  1*790  to  1819,  and  the  true  value  of  the  Bank 
of  England  £1  note  during  the  Restriction. 


Market  Price  of  Gold 

Real  Value  of  the 

Bullion. 

Bank  Note. 

January,  1790               ) 

£     s.       d. 

£      s.      d. 

to                        V 

3    17      6 

August  25,  1797 

September  1,  1797 

to                      \ 

3     17     10* 

10      0 

October  19,  1798           ) 

October  26,  1798 

to 

3     17       9 

1       0      0 

September  13,  1799      ) 

September  20,  1799       ) 

to                      V 

No  quotation. 

April  G,  1804                 ) 

April  13,  1804               ) 

to 

4      0      0 

0     19      6 

October  15,  1805           ) 

October  22,  1805 

to                       [ 

No  quotation. 

October  2, 1810             ) 

October  9,  1810 

4      5      0 

0     18      4-2 

February  12,  1811 

4    12      0 

0     16     11-4 

March  26,  1811 

4    16      0 

0    16      3 

October  25,  1811 

4     18      0 

0    15    11 

October  2,  1812 

5      7      0 

0    14      5 

January  22,  1813 

5      4      0 

0    15      0 

August  6,  1813 

5     10      0 

0     14      2 

February,  1814 

5      8      0 

0    14      4-2 

April  12,  1814 

5      5      0 

0    14      9 

May  31,  1814 

5      3      0 

0    15      1-7 

June  7,  1814 

5      0      0 

0     15       72 

June  28,  1814 

4    10      0 

0    17      4 

September  20,  1814 

4      6      0 

0    18      16 

November  15,  1814 

4      8      0 

0    17      8-7 

April  4,  1815 

5      7       0 

0    14      5 

June  9,  1815 

5      5      0 

0    14    10 

June  30,  1815 

5      0      0 

0    15      72 

July  7,  1815 

4     14      0 

0     16      7-2 

August  4,  1815 

4    10      0 

0    17       4 

September  15,  1815 

4      9      0 

0    17      6-3 

October  13,  1815 

4      3      0 

0    18      9-5 

January  2,  1816 

4      2      0 

0    19      03 

April  9,  1816 

4      10 

0    19      31 

April  23,  1816 

4      0      0 

0    19      6 

July  9,  1816 

3     19      0 

0     19      8-7 

October  8,  1816             ) 

to 

3     18      6 

0     19     102 

April  4,  1817                 ) 

April  18,  1817 

3     19      0 

0    19      8-7 

July  18,  1817 

4      0      0 

0    19      6 

January,  23,  ISIS 

4      1       0 

0    19      31 

February  13,  1818 

4       2       0 

0    18     11 

October  6,  1818 

4      2      0 

0    19      03 

January  22,  1819 

4      3      0 

0    18      9-5 

CHAPTER  IX. 


FROM  THE  ACT  FOR   THE   RESUMPTION   OF   CASH 
PAYMENTS  IX  1819,  TO  THE  BANK  ACT  OF  1844. 

Great  Fall  in  the  Prices  of  Agricultural  Produce  in 
1822 — Rise  of.  Speculation  in  1824 — Great  Monetary 
Crisis  of  1825 — Adoption  by  the  Bank  of  the  Princi- 
ples of  the  Bullion  Report  in  1827 — Renewal  of  the 
Charter  in  1833 — Commercial  Crisis  in  1837 — Monetary 
Crisis  in  1839 — Termination  of  the  Charter  in  1844. 

1 .  The  great  Act  for  the  preservation  of  the  national  good 
faith,  the  restoration  of  the  measure  of  value,  was  accomplished 
amidst  universal  applause  ;  but,  unfortunately,  it  had  no  sooner 
become  law,  than  an  unusually  severe  and  long-continued  dis- 
turbance in  the  ordinary  proportions  of  supply  and  demand  in  a 
great  variety  of  productions  took  place.  The  violent  fluctuations 
in  prices,  which  necessarily  followed  this  great  derangement 
caused  much  public  distress,  and  afforded  an  opportunity  for  the 
antagonists  of  the  Act  of  1819,  to  acquire  such  strength  as  to  in- 
duce the  Government  to  tamper  with  the  Act,  before  it  came 
into  full  effect. 

2.  The  utter  prostration  of  all  the  great  producing  interests  of 
the  country  in  1815-16,  had  caused  such  severe  distress  as  to 
diminish  the  consuming  powers  of  the  people,  to  an  enormous 
extent.  The  importations  of  the  great  articles  of  consumption 
in  1816,  were,  in  most  cases,  not  half  what  they  had  been  in 
1814.  In  181 7,  when  the  general  prosperity  was  reviving,  the 
shortness  of  the  supply  caused  a  very  general  and  rapid  rise  in 
prices  of  all  commodities.  The  inevitable  consequence  followed, 
speculation  began  to  revive  again,  and  was  much  fostered  in 
1818,  by  an  expected  dearth  of  provisions.  A  long-continued 
drought  from  May  to  September,  was  supposed  to  have  destroyed 
the  greater  part  of  the  crops,  and,  as  imported  produce  was  un- 
usually low,  the  prices  of  all  sorts  of  farming  produce  rose  to  an 
extravagant  height.  Enormous  importations  of  wheat,  added  t<> 
the  home  crop,  which    turned   out  considerably  better  than  was 

expected,  caused  rather  a  reduction  in  the  pri< fihat,  but  all 

other  sorts  of  farming  produce  mounted  up  to  a  great  height, 
barley  being  at  V>-\s.  (id.,  oats  :it  35s.,  beans  at  76s.,  and  peas  ;i1 
Tos.,  in  December,  isis.  The  high  prices  thus  held  out  in  this 
country,  caused  importations  on  a  scale  of  enormous  magnitude, 
at  the  close  1818.  After  deducting  the  quantities  re-exported, 
the    imports    of  colonial    and    foreign    produce    were   more  than 
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double  what  they  were  in  1816.  Mr.  Tooke  well  remarks  that 
before  any  great  turn  in  the  prices  of  commodities,  there  is  usually 
a  pause  of  more  or  less  duration,  before  it  finally  declares  itself, 
like  the  slack  water  at  the  turn  of  the  tide.  There  is  a  period 
during  which  sales  are  difficult  or  impractible,  when  the  prices 
:irc  at  a  maximum,  the  buyer  refuses  to  submit  to  them;  and 
when  they  are  at  a  minimum,  the  seller  refuses  to  submit  to  them. 
A  struggle  of  this  nature  prevailed  through  the  autumn  and 
whiter  of  1818-19,  and  just  as  the  Act  for  the  restoration  of 
cash  payments  passed,  the  fall  in  prices  was  decidedly  in 
progress.* 

.3.  The  usual  consequences  followed  these  extravagant  im- 
portations. Importers,  trusting  to  the  prices  of  1817,  had  given 
orders  to  the  growers,  based  upon  these  prices,  and,  when  the 
crops  came  to  be  brought  to  market,  the  price  had  given  way. 
Failures,  accordingly,  were  numerous  in  1 8 1 9,  both  in  England  and 
in  America,  the  necessary  consequence  of  a  transition  from  high 
prices,  caused  by  scarcity,  to  low  prices,  arising  from  excess  of 
supply.  Towards  the  autumn  of  that  year  commercial  credit  had 
revived.  The  great  importations  of  wheat  in  1818,  somewhat 
reduced  the  price  in  1819,  but  it  stood  at  75s.  in  August,  and  the 
average  for  the  whole  year  was  72s.  This  price  continued,  with 
a  few  fluctuations,  till  August,  1820,  and  at  that  time,  wheat 
was  still  at  72s.  A  decided  and  unanswerable  proof  that  the 
discussions  in  Parliament,  and  the  Act  for  the  resumption  of  cash 
payments,  had  no  effect  at  all  on  the  price  of  corn.  Although 
the  Bank  was  permitted  to  pay  its  notes  in  gold,  at  the  rate  of 
£4  Is.  per  ounce,  yet  they  were  actually  at  par,  as  the  market 
price  of  gold  fell  to  £3  17s.  10^-d.  in  August,  1819,  and  continued 
at  that  rate  till  June,  1822,  when  it  fell  to  £3  17s.  6d.  And,  in 
fact,  it  must  be  remembered,  that  for  a  great  part  of  1816-17, 
the  note  had  been  within  a  few  pence  of  par,  and  had  not  varied 
more  than  about  5  per  cent,  from  par  since  that  time. 

4.  The  spring  of  1820  had  been  unpropitious,  and  vegetation 
backward,  until  the  18th  of  June,  when  some  warm  and  very 
brilliant  weather  occurred  just  at  the  critical  period  of  the 
blooming  of  the  wheat.  In  July  some  wet  weather  excited  fears 
for  the  crop,  and  the  ^prices  advanced  to  72s.,  but  the  weather 
became  very  fine  in  the  beginning  of  August,  and  thenceforth 
continued  most  propitious  during  the  ripening  and  gathering  of 
the  harvest.  The  result  was  a  harvest  of  most  extraordinary 
abundance,  and  of  excellent  quality.  And  even  its  unprecedented 
exuberance  did  not  become  fully  known  till  two  or  three  years 

*  The  whole  of  Mr.  Tooke's  observations  on  this  great  crisis  are  perfectly  in- 
valuable, and  must  be  read  at  length  by  every  one  who  wishes  to  form  a  fair 
judgment  on  the  subject. — Vol.  II.,  pp.  60-116. 
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afterwards,  when  it  was  not  yet  exhausted.  The  best  authorities 
calculated  that  the  quantity  of  the  crop  of  1820  was  one-third 
above  the  average.  In  July,  1821,  wheat  had  fallen  to  51s.  from 
72s.  in  August  1819.  May,  June,  and  July,  1821,  were  cold  and 
wet,  and  the  harvest  very  late;  wheat  rose  to  62s.  in  September, 
but  the  quantity  produced  was  extremely  large,  and  the  quality 
very  bad.  In  consequence  of  the  enormous  unexhausted  stock 
of  1820,  wheat  fell  to  50s.  at  the  end  of  1821,  and  to  42s.  in 
August,  1822.  The  harvest  of  1822  was  remarkably  good  both 
in  quantity  and  quality,  and  was  got  in  early,  long  before  the 
preceding  crops  had  been  consumed.  In  addition  to  this,  the 
importations  from  Ireland  were  on  an  unprecedented  scale.  In 
1817  corn  was  obliged  to  be  exported  to  Ireland,  in  1820  and 
1821  Ireland  exported  to  England  upwards  of  4,000,000  quarters 
of  grain  of  all  sorts.  The  natural  and  inevitable  consequence  of 
this  was  an  immense  and  ruinous  fall  in  the  prices  of  all  agricul- 
tural produce.    Wheat  fell  to  38s.  at  the  end  of  1822. 

5.  The  accumulation  of  treasure  became  so  rapid  in  the  vaults 
of  the  Bank  in  1820,  that  early  in  1821  the  directors  felt  them- 
selves in  a  position  to  resume  cash  payments,  and  an  Act  was 
passed  to  permit  them  to  do  so  on  the  1st  May,  1821,  instead  of 
in  1823.  By  this  time  the  Government  had  repaid  £10,000,000 
of  the  debt  it  owed  to  the  Bank,  which  all  the  witnesses  agreed 
was  a  necessary  preliminary  to  enable  the  directors  to  contract 
their  own  issues.  The  Statute  1821,  c.  26,  enacted  that  the 
Bank  might  resume  payments  in  gold  coin  on  the  1st  May,  1821. 
That  persons  offered  to  be  paid  in  coin  should  not  have  the  right 
to  demand  ingots.  That  if  the  Bank  did  not  offer  to  pay  in  coin, 
the  right  to  demand  ingots  should  continue.  The  last  impedi- 
ments to  the  export  of  bullion  were  swept  away.  The  Bank 
was  bound  to  exchange  their  larger  notes  for  any  one  who 
demanded  it,  for  £1  notes  or  gold  coin,  but  they  had  the  option 
of  payment  in  gold  or  notes. 

6.  The  extravagant  height  to  which  the  combined  effects  of 
an  unusual  and  long-continued  scarcity  and  the  greatly  depre- 
ciated currency,  in  which  payments  were  made  in  1811  and  1812, 
had  produced  the  most  extravagant  speculations  in  farming. 
Barren  wastes  were  reclaimed  at  an  enormous  expense,  which 
never  could  have  been  repaid,  except  by  maintaining  corn  at 
famine  prices.  Rents  and  debls  had  advanced  in  a  similar  pro- 
portion, and  all  classes  of  agriculturists,  tanners,  and  landlords, 
liad  adjusted  their  expenditure  according  to  the  new  scale  of 
prices  which  they  expected  would  endure.  Family  settlements 
and  encumbrances  were  calculated  on  the  same  basis.  Imme- 
diately after  the  peace,  the  great  fall  in  the  price  of  all  sorts  of 
agricultural   produce,   both   from    greater    abundance   and    the 
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destruction  of  the  rotten  country  paper  currency,  threatened  all 
persons  connected  with  the  "  landed  interest  "  with  general  ruin, 
and,  after  a  considerable  struggle,  the  Cora  Bill  of  1815  was 
passed,  the  intended  and  expected  effect  of  which  was  to  prevent 
wheat  ever  falling  below  80s.  a  quarter.  The  "  landed  interest" 
calculated  that,  with  the  "  cost  of  production"  of  which  they 
considered  "  rent "  as  a  necessary  element,  wheat  could  not  be 
grown  with  a  profit  at  less  than  80s.  a  quarter,  and  the  intention 
of  that  Act  was  to  secure  that  price  to  agriculturists.  Buoyed 
up  with  delusive  hopes,  and  firmly  believing  that  the  Act  had 
for  ever  nailed  up  wheat  to  80s.  a  quarter,  the  farmers  received 
a  fresh  stimulus  to  speculation,  and  vast  sums  were  laid  out  in 
further  extending  the  cultivation  of  barren  wastes.  However, 
the  circumstances  we  have  already  detailed  disappointed  all 
these  calculations,  and  wheat  stood  at  38s.  at  the  end  of  1822  in 
defiance  of  the  Act  which  said  it  ought  to  be  at  80s. 

7.  The  advocates  of  a  national  bankruptcy  had  been  in  such  a 
small  minority  in  1819,  that  they  scarcely  uttered  a  word  in 
Parliament,  much  less  attempted  a  division.  When  the  distress 
caused  by  the  fall  in  prices  began  to  pinch  some  classes  hi  the 
country,  they  began  to  gather  strength  again,  and  commenced 
an  attack  on  the  Currency  Law  on  April  9,  1821.  This  attack 
proved  a  complete  failure,  being  rejected  by  a  majority  of  141 
to  27.  As  prices  continued  to  fall  during  that  year,  the 
distress  continued  to  increase,  and  early  in  1822,  a  Committee 
of  the  House  of  Commons  was  appointed  to  report  upon  the 
subject.  They  presented  their  report  on  the  1st  of  April; 
but  it  diil  not  contain  a  word  imputing  the  low  state  of 
prices  to  anything  connected  with  the  currency.  They  attri- 
buted it  to  the  unprecedented  abundance  of  agricultural 
produce,  and  proposed  plans  for  affording  the  farmers  and 
others  relief  by  temporary  advances  of  Exchequer  bills,  until 
the  glut  in  the  market  had  diminished.  They  recommended 
that  the  limit  of  80s.  should  be  reduced  to  70s.,  as  80s. 
represented  a  higher  value  at  that  time  than  in  1815.  In 
the  debate  that  followed,  the  first  symptoms  were  manifested 
of  the  determination  to  make  an  onslaught  on  the  Currency 
Act  of  1819.  But  Loi-d  Londonderry  ridiculed  the  idea 
that  the  currency  had  anything  to  do  with  the  question, 
and  said  Members  had  only  wasted  precious  time  in  bringing  it 
tor  ward.  But  he  declared  that  he  entered  his  most  solemn  pro- 
test against  the  purpose  of  these  Members  to  induce  Parliament 
to  commit  the  most  flagrant  deviation  from  sound  policy  and 
common  honesty — a  breach  of  faith  towards  the  public  creditor. 
Could  a  British  House  of  Commons  sanction  such  a  measure,  it 
would  relieve  no  class  of  the  community;  but  it  would  over- 
whelm all  classes  with  ruin.     Were  it  possible  for  them  to  be 
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dishonest  and  base  enough  to  listen  to  a  project  of  national 
bankruptcy,  the  result  must  be  most  calamitous.  If  a  Parlia- 
ment could  be  found  so  degenerate,  and  a  people  so  destitute  of 
honour  and  common  honesty,  as  not  to  start  at  the  idea  of  such 
an  abandonment  of  principle,  the  most  sordid  calculation  would 
forbid  the  adoption  of  such  a  measure. 

8.  The  £l  note  issues  of  the  country  bankers  in  England  had 
been  suppressed  by  Statute  17 77,  c.  30;  but  in  1797  they  were 
again  permitted,  and,  by  various  Acts  of  Parliament,  this  per- 
mission was  continued  till  two  years  after  the  resiunption  of 
cash  payments  by  the  Bank  of  England.  By  the  operation  of 
these  several  Acts,  they  must  have  been  withdrawn  in  1825. 
The  distress,  however,  which  was  attributed  by  so  numerous  and 
powerful  a  party  to  the  contraction  of  the  currency,  was  em- 
ployed to  induce  Ministers  to  relax  this  restriction,  and  country 
bankers  were  permitted  to  continue  their  £1  notes  till  the  expiry 
of  the  Bank  Charter  in  1833.  (Statute  1822,  c.  70.)  In  order 
to  improve  the  quality  of  the  country  bank  notes,  the  Govern- 
ment attempted  to  enter  into  negociations  with  the  Bank  of 
England  to  permit  joint  stock  banks  to  be  formed  at  a  distance 
of  65  miles  from  London.  The  Government  was  satisfied  that 
if  joint  stock  banks  on  the  Scotch  system  could  be  formed,  it 
would  add  much  to  the  stability  of  public  credit.  Lord  London- 
derry pronounced  a  warm  eulogium  upon  the  Scotch  bunks, 
and  said  that  it  was  the  wish  of  the  Ministry  that  a  similar 
system  should  be  introduced  into  England.  The  bribe  to  the 
Bank  of  England  to  consent  to  this  arrangement  was  an  exten- 
sion of  their  Charter  for  ten  years.     But  the  negociation  failed. 

9.  The  attacks  upon  the  Act  of  1819,  thrown  out  in  the 
discussion  of  the  Agricultural  Distress  Report,  were  merely 
preparatory  to  a  formal  onslaught  on  the  Act  itself.  On  the 
11th  of  June,  1822,  Mr.  Western  moved  for  a  Committee  to 
inquire  into  the  effect  of  the  Act  upon  the  general  interests  of 
the  empire.  The  burden  of  his  speech  was  that  all  the  distress 
the  country  was  then  suffering  was  due  to  the  Act  of  1819,  and 
to  that  only,  which,  he  said,  had  made  a  violent  contraction  in 
our  currency  at  once.  This  assertion,  which  was  the  main  pillar 
of  his  argument,  is  demolished  by  the  simple  fact,  that  the 
great  contraction  of  the  currency,  and  the  restoration  of  the 
note  to  par,  took  place  in  1816.  He  moreover  assumed  that  the 
currency  had  been  depreciated  ever  since  the  restriction  Act  in 
1797.  Mr.  Huskisson  immediately  followed  in  a  speech  de- 
molishing the  whole  of  Mr.  Western's  sophistries,  one  by  one, 
and  drawing  a  close  parallel  between  the  state  of  the  currency 
in  1600,  and  at  that  time;  and  he  concluded  by  moving  the  same 
resolution  that  Mr.  Montague  had  done   in  1696,  "That   this 
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House  will  not  alter  the  standard  of  gold  or  silver  in  fineness, 
weight,  or  denomination."  After  a  debate  of  two  nights,  in 
which  several  Members  who  supported  the  motion  disavowed 
all  intention  of  tampering  with  the  standard,  Mr.  Western's 
motion  was  rejected  by  a  majority  of  194  to  30,  and  Mr.  Hus- 
kisson's  amendment  agreed  to. 

10.  It  was  strongly  alleged  by  one  party  that  they  were  com- 
pelled to  pay  in  the  restored  currency  the  debts  they  had 
contracted  in  a  depreciated  one,  and  they  called  for  what  they 
were  pleased  to  term  an  "  equitable  adjustment  of  contracts." 
But  the  argument  was  futile,  as  they  knew  at  the  time  they 
made  their  contracts,  that  Parliament  was  pledged  to  return  to 
cash  payments  within  a  very  short  period  after  the  termination 
of  the  war.  Moreover,  they  totally  left  out  of  consideration, 
that  they  had  been  able  to  discharge  an  immense  amount  of 
mortgages,  bui'dens,  <fcc,  in  a  depreciated  currency,  which  had 
been  contracted  in  a  good  currency.  All  the  mortgages  and 
annuities  on  landed  property  which  were  contracted  before  the 
great  depreciation  of  the  currency,  were  paid  for  some  years  in 
a  currency  25  per  cent,  less  valuable  than  at  the  time  of  the 
contract.  But  while  these  debtors  clamoured  so  loudly  for  an 
"  equitable  adjustment "  of  contracts  grievous  to  themselves, 
they  never  uttered  a  whisper  indicative  of  their  wish  to 
have  an  "equitable  adjustment"  of  those  contracts  where 
the  change  was  favourable  to  themselves.  The  only  instance 
recorded  of  any  person  making  an  "  equitable  adjustment "  against 
himself,  and  paying  his  creditors  according  to  the  true  value  of  the 
Bank  note,  was  Lord  King,  who  incurred  so  much  resentment 
for  his  letter  in  1811.  It  is  quite  evident  that  such  a  one-sided 
"equitable  adjustment"  as  was  proposed  by  this  party  was 
nothing  else  but  robbery.  Under  the  double  stimulus  of  famine 
prices  and  a  depreciated  currency,  the  rents  of  land  had  tripled 
since  the  beginning  of  the  war,  so  that  properties  which  were 
mortgaged  before  it,  might  have  been  comparatively  unincumber- 
ed at  its  close.  But  the  unfortunate  mortgagees  and  annuitants 
were  paid  in  a  fixed  amount  of  depreciated  currency,  so  that, 
when  prices  rose  to  meet  the  depreciation,  they  were  clearly 
mulcted.  But  they  had  no  powerful  party  to  advocate  an 
"  equitable  adjustment"  in  their  favour;  and  it  is  quite  clear 
that  no  "equitable  adjustment"  could  take  place,  unless  all 
these  payments  were  included  in  it. 

1 1 .  There  was  one  perfectly  satisfactory  argument  to  shew 
that  the  low  prices  of  that  year  had  nothing  to  do  with  the  act 
of  1819,  namely,  that  the  prices  of  all  sorts  of  agricultural 
produce  were  equally  depressed  all  over  the  continent  of  Europe 
from  the  same  cause.     The  fluctuations,  indeed,  on  the  continent 
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were  much  more  violent  than  even  in  England.  Wheat,  in 
France,  which  had  risen  higher,  fell  lower.  At  Vienna,  wheat 
which  was  at  114s.  in  March,  1817,  fell  in  September,  1819,  to 
19s.  6d.;  at  Munich,  wheat  fell  from  151s.  in  September,  1817, 
to  24s.  5d.  in  September,  1820.  The  same  phenomena  were 
observed  in  Italy.  A  similar  fall,  but  not  to  so  great  an  extent, 
took  place  at  Lisbon.  What  could  the  Act  of  1819  have  to  do 
with  these  places  ?  The  speech  from  the  throne,  in  France,  very 
properly  attributed  the  low  prices  to  the  enormous  abundance  of 
production. 

12.  But  not  only  is  it  an  absolutely  certain  historical  fact, 
that  the  Act  of  1819  had  not  the  remotest  connection  with  the 
low  prices  of  1822,  but  it  is  proved  by  the  most  overwhelming- 
evidence  that  it  caused  no  contraction  of  the  currency  at  all. 
Mr.  Turner,  a  director  of  the  Bank  states  :  "  With  regard  to  the 
effect  of  Mr.  Peel's  bill  on  the  Bank  of  England,  I  can  state, 
from  having  been  in  the  direction  during  the  last  two  years,  that 
it  has  been  altogether  a  dead  letter.  It  has  neither  accelerated 
nor  retarded  the  return  to  cash  payments."  And  Mr.  Tooke 
shews  most  conclusively  that  the  amount  of  the  currency,  so  far 
as  it  consisted  of  Bank  of  England  notes  and  coin,  was  much 
larger  in  1822  than  it  had  been  in  1819.  That  this  Act  caused 
any  Contraction  of  the  currency  is,  therefore,  a  statement  most 
contrary  to  the  truth.  Its  only  effect  was,  what  Parliament  had 
over  and  over  again  solemnly  pledged  itself  to  do,  to  fix  a  time 
for  the  return  to  cash  payments,  and  such  a  return  to  payments 
in  cash  would,  by  its  own  natural  operation,  prevent  the  ex- 
travagant issues  which  the  Bank  had  made  during  the  restriction, 
which  depreciated  the  note  30  per  cent.,  and  robbed  every  creditor 
of  one-third  part  of  his  property.  The  Act  of  1819  merely 
restored  the  Bank  to  its  condition  before  1797,  and  it  became 
subject  to  the  same  unerring  laws  of  nature  as  its  directors 
had  confessed  it  felt  before  the  restriction. 

13.  There  is  much  invidiousness  in  endeavouring  to  fasten 
the  responsibility  of  this  Act  upon  Sir  Robert  Peel,  as  if  he  had 
had  any  either  of  the  peculiar  merit  or  blame  of  passing  it 
through  Parliament.  The  Legislature  was  solemnly  pledged  t<> 
return  to  cash  payments  as  soon  as  the  war  was  over,  while  he 
was  yet  a  schoolboy  in  the  junior  forms  of  Harrow.  There  does 
not  appear  to  have  been  any  speaker  fantastic  enough  to  propose 
that  the  Bank  should  never  return  to  cash  payments.  The  Bank 
itself,  of  its  own  accord,  attempted  to  resume  payments  in  cash 
in  1817,  and  would  have  succeeded  in  doing  so  if  it  had  not  so 
perversely  rejected  the  principles  of  the  Bullion  Reporl  ;  and  il  it 
had  not  been  owing  to  circumstances  which  disturbed  its  manage- 
ment in  1818,  cash  payments  would  have  been  resumed  while  Mr. 
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Peel  was  still  in  that  unconverted  state  in  which  he  voted  against 
Mr.  Horner's  resolutions  in  1811.  So  far  was  he  from  convert- 
ing Parliament  that  he  was  himself  one  of  the  latest  converts,  and 
the  Ministry  conferred  great  honour  upon  him  in  allowing  him, 
while  yet  so  young,  to  take  such  a  prominent  part,  and  be  the 
mouth-piece  of  the  unanimous  determination  of  the  Legislature. 

14.  By  the  beginning  of  1823  the  very  inferior  stock  of  1821 
had  been  chiefly  consumed,  and  the  crop  of  1822,  being  of  far 
superior  quality,  prices  began  slowly  to  rise,  and  the  spring  of 
1823  proving  very  backward,  prices  rose  rapidly,  so  that  in  June 
wheat  stood  at  62s.  5d.  These  prices,  however,  tempted  the 
farmers  to  produce  their  long  reserved  stores,  and  an  unusual 
quantity  having  thus  been  brought  to  market,  wheat  fell  in 
October  to  45s.  5d.,  but  the  crop  turning  out  worse  than  was 
expected,  prices  rose  a  little  at  the  end  of  the  year,  but  they 
were  still  37  per  cent,  below  the  "  remunerative "  80s.,  which 
Parliament  had  held  out  to  farmers  as  the  point  which 
should  be  insured  to  them.  It  is  a  favorite  theory  with  many 
persons  that  the  rise  of  prices  in  1823  was  owing  to  the  exten- 
sion of  country  bank  issues,  in  consequence  of  the  Act  of  1822 
prolonging  the  term  of  their  existence.  Such  a  supposition, 
however,  is  very  decisely  negatived  by  the  evidence  of  Mr. 
Burgess,  secretary  to  the  committee  of  country  bankers,  before 
the  Committee  of  1832  (Report,  p.  414).  He  presented  returns 
from  122  country  banks,  forming  a  fair  evidence  of  the  whole. 
Assuming  that  the  issues  of  each  bank  were  100  in  1818,  the 
issues  of  the  whole  were  12,200  in  that  year,  and  the  following 
table  exhibits  their  variations  up  to  1825  :- 
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Mr.  Tooke  also  shews  that  during  1823,  while  the  price  of  wheat 

was  rising,  the  prices   of  most  other  commodities  were  falling, 

from  which  circumstances  he  very  conclusively  pronounces  that 

the  idea  that  the  variations  of   the  currency  had  anything  to 

do  with  prices  in  those  years  to  be  utterly  unfounded.* 

*  If  anything  were  wanting  to  shew  the  utter  fallacy  of  the  idea  that  the 
contraction  of  the  currency  had  anything  to  do  with  the  low  prices  of  1822,  we 
might  refer  to  the  present  price  of  wheat.  There  are  many  clamours  of  a 
contracted  currency  at  present,  and  yet  the  price  of  wheat  is  nearly  00s.  per 
quarter  ;  in  the  Edinburgh  market  it  was  sold  at  104s.  a  few  weeks  ago. 
(  I  'ecember,  1855.) 
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15.  The  continued  depression  of  prices  of  agricultural  pro- 
duce so  much  below  what  had  been  expected,  created,  no 
doubt,  much  distress  among  those  persons  who  were  hampered 
with  obligations  they  had  entered  into  upon  the  scale  of  1811 
and  1812,  and  several  petitions  were  presented  to  both  Houses 
of  Parliament  complaining  of  it.  Mr.  Western,  not  satisfied 
with  the  great  rebuff  he  had  met  with  in  1822,  when  the  distress 
was  far  more  severe,  again  endeavoured  to  induce  Parliament  to 
disturb  the  settlement  of  1819.  He  introduced  his  motion  on 
the  11th  June,  1823.  It  may  be  as  well  to  take  notice  of  some 
of  the  leading  fallacies  he  brought  forward,  as  they  are  too  often 
repeated  even  at  the  present  day.  After  saying  that  great  varia- 
tions had  taken  place  in  the  value  of  the  currency  during  the 
preceding  30  years,  which  was  unquestionable,  he  said : — 

"  It  will  be  admitted  that  a  diminution  of  value  followed  the 
suspension  of  cash  payments  by  the  Bank  in  1*797;  that  such 
diminution  continued  and  increased  during  the  latter  years  of 
the  war,  and  up  to  the  time  of  JPeePs  Bill  •  and  that  Peel's  Bill, 
whilst  it  restored  the  old  metallic  currency,  gave  to  it  the  value 
which  it  possessed  prior  to  its  suspension.  The  injustice  at- 
tendant upon  an  alteration  of  a  currency  in  any  way  cannot  be 
questioned  a  moment.  The  injury  that  was  done  to  creditors  by 
the  Act  of  1797  (the  origin  of  all  our  difficulties  in  regard  to 
currency)  is  not  to  be  doubted,  but  my  position  is  that,  after  a 
period  of  twenty-two  years,  the  resumption  of  the  old  standard 
could  by  no  means  be  an  act  of  justice  or  retribution.  A  new 
currency  upon  a  new  standard  necessarily  ceases  to  be  new  in 
any  sense  of  the  word  at  some  period,  and  an  old  one  revived 
again  is,  to  all  intents  and  purposes,  new  and  productive  of  all 
the  same  effects.  Is  twenty-two  years  such  a  period  as  shall 
suffice  so  to  establish  a  standard  as  to  make  recurrence  to  the 
antecedent  as  mischievous  as  the  adoption  of  a  new  one  ?  This 
is  the  important  question;  and  I  answer,  most  distinctly,  yes ; 
and  that  justice  required  us  to  establish  and  perpetuate  that 
measure  of  value  which  had^been  so  long  current,  as  near  as  the 
same  could  tie  ascertained." 

16.  The  Marquis  of  Titchfield  supported  Mr.  Western's  motion, 
but  made  some  caustic  remarks  upon  Mr.  Vansittart,  and  his 
famous  resolutions  of  1811,  saying  that  he  might  possibly  be 
ridiculed  for  advancing  axioms  and  evident  truth  : — 

"This  latter  danger,  however,  he  should  make  bold  to  dci'y, 
sheltering  himself  under  the  fact  that,  notwithstanding  all  the 
discussion  this  subject  had  undergone,  it  might  still  be  heard 
any  day  in  society,  from  persons  otherwise  intelligent,  that,  in 
their  opinion,  to  talk  of  the  depreciation  of  the  currency  must 
be  nonsense,  for  that  they  were  unable  to  comprehend  how  a 
pound   note    at    one    time   could    differ    from    a   pound    note    at 
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another — that  a  pound  note  must  be  a  pound  note  always — that 
it  was  impossible  that  the  same  piece  of  paper,  with  the  same 
characters  marked  upon  it,  should  be  more  valuable  at  one  time 
than  at  another ;  and  when,  above  all,  the  famous  resolution  of 
1811  was  recollected,  he  thought  it  would  be  perfectly  excusable 
for  him,  even  in  that  assembly,  said  to  be  so  enlightened,  to  set 
out  with  the  mathematical  axiom  that  '  a  part  is  less  than  the 
whole ' — an  axiom  which  now  that  the  late  Chancellor  of  the 
Exchequer  was  no  longer  among  them,  he  apprehended  no  one 
would  be  found  hardy  enough  to  dispute.  In  mentioning  the 
name  of  that  extraordinary  person,  he  much  lamented  his 
inability  to  do  justice  to  the  merits  of  so  great  a  master  of 
reasoning  and  eloquence,  who  so  confounded  the  philosophers  of 
1811,  by  unfolding  to  his  admiring  audience  that  the  old  favorite 
axiom  of  Euclid  was  nothing  but  a  popular  delusion,  that  in 
reality  a  part  might  easily  be  equal  to  the  whole  ;  and  that, 
therefore,  there  was  no  reason  for  doubting  that  the  pound  note, 
which  required  the  assistance  of  eight  shillings  to  procure  a 
guinea,  was  equal  to  the  pound  note,  which  required  the  assist- 
ance of  but  a  single  shilling  of  precisely  the  same  value  with 
those  of  which  eight  had  become  necessary.  That  great  man, 
for  his  singular  merits,  he  supposed,  or,  perhaps,  for  their  un- 
wrorthiness  of  him,  had  been  taken  from  them,  and  bestowed  upon 
another  assembly, which,  not  havinghad  the  same  practice  in  finance, 
it  was  to  be  hoped,  he  would  long  continue  to  enlighten.  He  could 
not,  however,  be  said  to  have  finished  his  course  prematurely,  for 
twelve  years  before  he  had  obtained  an  imperishable  name,  by 
placing  triumphantly  on  the  journals  of  the  House  of  Commons, 
that  astonishing  resolution  which  had  deprived  Euclid  of  his 
ancient  and  long-acknowledged  reputation.  He  was  most  anxious 
to  disclaim  all  personal  ill-will  towards  the  late  Chancellor  of  the 
Exchequer.  Indeed,  it  was  impossible  he  should  be  under  any 
such  impulse,  but  he  would  not  shrink  from  confessing  that,  in  a 
political  point  of  viewr,  he  could  never  hear  his  name  pronounced, 
much  less  pronounce  it  himself,  without  a  feeling  something  like 
bitter  animosity,  because  he  considered  that  Minister  as  the 
author  in  great  part  of  the  calamities  in  which  the  landed 
interest  of  the  country  was  involved.  He  believed  that  few 
parts  of  the  financial  administration  of  that  period  were  exempt 
from  much  and  well-merited  censure,  but  all  the  other  measures 
were  trifling  in  the  scale  of  mischief  compared  with  that  fatal 
resolution  which  ministerial  influence  unfortuately  carried  in  the 
House  of  Commons,  the  effects  of  which  were  now  helplessly 
deplored,  and  which  would  so  long  survive  the  name  as  wrell  as 
the  administration  of  those  with  whom  it  originated.  The  mis- 
chief of  that  resolution  might  be  described  with  perfect  justice 
in  a  very  few  words.  Its  eifect  was  to  blind  the  public  to  their 
real  situation;  thereby  both  promoting  the  evil  and  rendering 
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the  sufferers  less  capable  of  guarding  against  it.  It  assured  the 
public,  in  the  midst  of  a  great  and  rapidly-increasing  deprecia- 
tion, that  no  depreciation  existed.  The  Bank,  therefore,  went 
on  fearlessly  adding  to  its  issues,  which,  of  course,  increased  the 
evil  by  increasing  the  cause  of  it,  and  the  landlord  went  on  with 
the  cultivation  of  poor  soils,  undertaking  expensive  improvements, 
fondly  imagining  that  the  additional  Bank  notes  he  was  receiving 
were  additional  riches.  The  landholder,  never  suspecting  that  his 
dealings  were  virtually  in  a  lower  coin,  borrowed  fearlessly 
sums  vastly  larger  than  he  could  have  dreamed  of,  that  would 
have  staggered  his  imagination  if  he  had  had  a  suspicion  that 
wheat  could  ever  be  at  39s.  a  quarter,  for,  while  he  was  receiving 
140s.,  he  took  for  granted  he  might  safely  calculate  upon  hard 
times  not  bringing  him  lower,  perhaps,  than  70s.  or  80s.;  and  thus 
the  prudent  man,  even,  was  induced  to  borrow  what  it  was  clear  he 
had  now  no  chance  of  paying  without  ruin.  That  ever  memorable 
House  of  Commons  told  him  what  they  knew  to  be  false,  or  ought 
to  have  known,  that  the  pound  note  was  of  full  value,  when  it  was 
in  reality  depreciated  30  per  cent.  He  borrowed  pound  notes 
worth  13s.  and  he  was  called  upon to  repay  pound  notes  worth  20s." 

17.  After  developing  these  ideas  still  further,  he  said  that  in 
currency  quantity  was  everything;  for,  if  forty  millions  of  notes 
were  in  circulation  at  one  time,  and  eighty  millions  at  another, 
while  the  transactions  of  the  country  remained  the  same,  then 
two  notes  would  be  required  to  do  the  duty  that  one  had 
formerly  done;  and,  therefore,  the  currency  would  become  de- 
preciated ;  but  if  transactions  doubled,  then  the  same  quantity  of 
currency  would  represent  the  same  amount  of  transactions,  and 
its  value  would  not  be  altered.     He  said : — 

"Economy  of  money  was,  by  contrivances  to  spare  the  uses  of 
it,  according  to  the  description  of  his  right  honorable  friend,  by 
substitutions  for  the  precious  metals,  in  the  shape  of  voluntary 
credit.  Eveiy  new  contrivance  of  this  kind — and  every  one 
improved — had  that  tendency.  When  it  teas  considered  to  how 
great  an  extent  these  contrivances  had  been  'practised  in  the 
various  modes  of  vekp.al,  book,  and  circulating  credits,  it 

WAS  EASY  TO  SEE  THAT  THE  COUNTRY  HAD  RECEIVED  A  GREAT 
ADDITION  TO  ITS  CURRENCY.  TlIIS  ADDITION  TO  THE  CURRENCY 
WOULD,  OF  COURSE,  HAVE  THE  SAME  EFFECT  AS  IF  GOLD  HAD 
1JKEN  INCREASED  FROM  THE  MINES." 

Lord  Titchfield  then  pointed  out  how  an  excessive  quantity  of 
paper  caused  a  depreciation  of  it,  which  was  exactly  the  same 
thing  as  a  depreciation  of  the  coinage  from  a  deficiency  of 
weight;  but  he  afterwards  fell  into  the  extraordinary  error  of 
saying,  "The  Bank  notes  were  depreciated,  and  became,  there 
fore,  in  the  situation  of  clipped  or  debased  guineas,  which  state 
of  the  circulation  prevailed  from  1797  to  1819." 
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18.  This  allegation  of  the  great  depreciation  of  the  paper 
currency  during  the  whole  interval  from  1797  to  1819  is  the  only 
one  that  can  afford  the  smallest  ground  for  attack  upon  the  Act 
of  1819  ;  but  we  have  shewn,  by  such  overwhelming  evidence, 
that  such  an  idea  was  the  greatest  delusion  that  could  be 
conceived.  The  Bank  note  sustained  no  sensible  depreciation 
for  several  years  after  the  Restriction  Act,  and  it  was  not  till  the 
great  mercantile  speculations  of  1808-9,  that  it  became  seriously 
so.  It  did  not  continue  longer  than  five  or  six  years,  and  rose 
so  nearly  to  par  in  1816-17,  that  its  depreciation  was  insensible. 
If,  therefore,  Parliament,  in  1819,  had  gone  back  to  the  deprecia- 
ted standard  of  1813-14,  it  would  '  have  been  the  most 
unjustifiable  robbery  recorded  in  history.  It  would  have  been 
infinitely  worse  than  the  bankruptcy  of  any  continental  nation, 
such  as  Austria,  Russia,  or  France,  because,  when  they  declared 
themselves  bankrupt,  their  paper  was  at  a  hopeless  and  irre- 
deemable discount,  and  they  had  not  the  remotest  prospect  of 
ever  bringing  it  back  to  par.  Their  conduct,  therefore,  was  the 
result  of  sheer  necessity  ;  they  were  driven  to  bankruptcy  only 
when  they  were  irretrievably  insolvent,  but  they  did  not 
deliberately  cheat  their  creditors  after  their  currency  was 
restored  to  par.  The  motion  was  rejected  by  a  majority  of  96 
to  27,  and  was  the  last  attempt  to  tamper  with  the  measure  of 
value. 

19.  The  harvest  of  1823  was  deficient,  both  in  quality  and 
quantity,  and  prices  rose  considerably  in  the  beginning  of  1824, 
old  wheat  being  then  at  78s.,  later  in  the  year,  however, 
they  declined  ;  but  the  harvest  of  1824  being  also  inferior,  they 
rallied  again.  The  Bank  had  for  some  years  been  accumulating 
treasure  to  meet  the  anticipated  deficiency  of  the  country 
issues  expected  to  follow  the  suppression  of  the  £1  notes. 
When  the  unhappy  change  in  the  policy  of  the  Government  took 
place,  this  great  amount  of  bullion  was  rendered  comparatively 
useless,  and  the  country  banks  began  to  extend  their  issues  hi 
1824,  and  in  1825  they  were  beyond  what  they  were  in  1818. 
In  January,  1824,  the  bullion  in  the  Bank  amounted  to 
£14,200,000.  During  the  preceding  year,  an  adjustment  of 
rents  to  meet  the  altered  state  of  prices  had  taken  place,  and 
the  old  stocks  having  been  gradually  worked  off",  the  energy 
of  the  people  began  to  revive.  The  enormous  amount  of  cash 
in  the  Bank,  for  which  there  was  no  immediate  use,  enabled  the 
Government  to  carry  through  a  great  financial  operation,  the 
reduction  of  the  intei'est  upon  nearly  a  quarter  of  the  national 
debt.  The  Navy  5  per  cents,  were  reduced  to  4  per  cent.,  and 
the  4  per  cent,  stock  to  3^.  This  vast  operation  had  a  very 
considerable  influence  in  curtailing  the  incomes  of  many  persons 
who  could  ill  afford  it,  to  a  very  inconvenient  extent,  and  prepared 
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them  to  look  out  for  more  profitable  investments  for  their  money. 
Notwithstanding  the  unhappy  and  severe  distress  to  the  agricul- 
tural portion  of  the  community,  Mr.  Tooke  says  that  the  trading 
and  manufacturing  interests  had  never  before  been  in  a  more 
regular,  sound,  and  satisfactory  state,  than  in  the  interval  from 
1821  to  1824.  At  the  close  of  the  Session  of  1823,  the  King 
congratulated  Parliament  on  the  flourishing  condition  of  all 
branches  of  our  commerce  and  manufactures,  and  the  gradual 
abatement  of  agricultural  distress. 

20.  At  the  close  of  1824  the  seeds  of  the  disasters  which 
ensued  in  the  end  of  1825  were  sown.  The  Royal  speech  opened 
Parliament  with  the  same  strain  of  congratulation  as  had  closed 
the  preceding  Session,  and  the  same  congratulations  were  used 
at  the  close  of  the  Session  of  1824.  Towards  the  end  of  that 
year  it  became  visible  that  in  some  of  the  leading  articles  of 
consumption  the  supply  was  falling  short  of  the  demand,  which 
gave  rise  to  a  spirit  of  speculation,  and,  as  in  all  similar  cases,  a 
few  early  purchases,  which  were  successful,  induced  extensive 
imitation  ;  and  at  the  end  of  1824,  and  beginning  of  1825,  this 
had  amounted  to  positive  infection,  numbers  of  persons  being 
induced  to  go  out  of  their  own  line  of  business  to  speculate  in 
articles  with  which  they  had  no  concern  whatever,  but  induced 
by  representations  of  their  brokers  to  do  so  in  the  hopes  of 
realizing  Great  and  immediate  trains. 


'8  to* 


21.  Just  at  this  period  occurred  one  of  those  events  which 
have  so  frequently  lured  the  commercial  world  to  their  destruc- 
tion. The  long  contest  between  Spain  and  her  South  American 
colonies  had  now  finally  terminated  in  favour  of  the  colonies. 
We  have  already  noticed  the  great  commercial  catastrophe 
brought  about  in  1810,  by  the  extravagant  speculations  on  the 
opening  of  the  Brazils  to  British  trade.  Precisely  the  same 
course  occurred  in  1824.  The  recognition  of  the  independence 
of  the  South  American  States  and  Mexico  opened  out  a  bound- 
less field  for  speculation,  and  the  consumption  of  British  manu- 
factures; and  this  spirit  of  speculation  was  aggravated  to  the 
utmost  by  the  visions  of  countless  wealth  which  was  to  be  ex- 
tracted from  the  gold  and  silver  producing  countries,  and 
immense  schemes  were  formed  for  working  the  mines  with 
British  capital.  However,  the  long  struggle  for  independence 
had  inspired  the  British  people  with  much  sympathy  for  the 
juvenile  republics,  and  when  they  wanted  to  borrow  money  to 
support  their  public  credit,  the  British  were  only  too  eager  to 
lend  it.  It  is  alleged  that  £150,000,000  of  British  capital  was 
sunk  in  different  ways  in  Mexico  and  South  America. 

22.  Although   the   symptoms  of  a   coming   mercantile   catas 
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trophe  were  plainly  evident  in  the  beginning  of  1825,  the 
speech  put  into  the  King's  mouth  declared  the  utmost  gratifica- 
tion at  the  continuance  and  the  progressive  increase  of  the 
public  prosperity.  "  There  never  was  a  period,"  it  said,  "  in  the 
history  of  this  country,  when  all  the  great  interests  of  the 
nation  were  at  the  same  time  in  so  thriving  a  condition,  or  when 
a  feeling  of  content  and  satisfaction  was  more  widely  diffused 
through  all  classes  of  the  British  people."  The  speech  of  Lord 
Dudley  and  Ward  was  exactly  in  the  same  strain.  After  con- 
trasting the  sufferings  the  nation  had  gone  through,  during  the 
last  30  years,  he  said  it  was  his  good  fortune  to  ask  their  lord- 
ships to  carry  to  the  foot  of  the  throne  their  unmixed,  and,  he 
hoped,  their  unanimous  congratulations,  upon  a  state  of  pros- 
perity, such  as  he  believed  was  unequalled  in  this  country,  and 
had  never  been  surpassed  in  any  age  or  nation.  And  yet,  though 
the  whole  debate  was  in  this  strain,  no  sooner  was  it  ended, 
than  the  Lord  Chancellor  called  the  attention  of  the  House  to 
the  dangerous  extent  to  which  the  mania  for  joint  stock  com- 
panies had  gone,  and  said  he  would  move  for  leave  to  bring  in  a 
bill  to  restrain  the  system.  Within  seven  weeks  after  that  Lord 
Lauderdale  called  the  attention  of  the  House  to  the  "  fury  for 
joint  stock  companies  which  had  taken  possession  of  the  people," 
and  said  that  the  schemes  already  subscribed  for  amounted  to 
£200,000,000. 

23.  The  following  extract  from  the  Annual  Register  of  1824 
contains  a  sufficient  description  of  the  rising  of  the  Joint 
Stock  Company  mania.  After  stating  that  the  "mines  of 
Mexico "  was  a  phrase  which  opened  visions  of  boundless 
wealth  to  the  imagination,  and  how  the  mania  spread  from 
foreign  enterprises  to  home  ones,  it  says  : — 

"  In  all  these  speculations,  only  a  small  instalment,  seldom  ex- 
ceeding 5  per  cent.,  was  paid  at  first,  so  that  a  very  moderate  rise 
in  the  price  of  the  shares  produced  a  large  profit  on  the  sum 
actually  invested.  If,  for  instance,  shares  of  £100  on  which  £5 
had  been  paid,  rose  to  a  premium  of  £40,  this  yielded  on  every 
share  a  profit  equal  to  eight  times  the  amount  of  the  money 
which  had  been  paid.  This  possibility  of  enormous  profit,  by 
risking  so  small  a  sum,  was  a  bait  too  tempting  to  be  resisted. 
All  the  gambling  propensities  of  human  nature  were  constantly 
solicited  into  action,  and  crowds  of  individuals  of  every  de- 
scription— the  credulous  and  the  suspicious — the  crafty  and  the 
bold — the  raw  and  the  experienced — the  intelligent  and  the  ig- 
norant— princes,  nobles,  politicians,  placemen,  patriots,  lawyers, 
physicians,  divines,  philosophers,  poets,  intermingled  with  women 
of  all  ranks  and  degrees — spinsters,  wives,  and  widows,  hastening 
to  venture  some  portion  of  their  property,  in  schemes  of  which 
scarcely  anything  was  known  except  the  name." 
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As  a  specimen  of  the  madness  of  the  speculations,  we  may 
quote  the  prices  of  mining  shaves.  The  Anglo-Mexican,  on 
which  £10  was  paid,  were  at  £43  on  Decemher  10th,  1824,  on 
the  11th  January,  1825,  they  were  at  £150.  The  Real  del 
Monte,  with  £70  paid,  were  at  £550  in  December,  and  at  £1,350 
in  January,  and  others  in  similar  proportions.  The  prices  of 
most  other  commodities  doubled  and  tripled. 

24.  Now,  what  was  the  conduct  of  the  Bank  of  England 
during  this  period  ?  The  bullion  which  stood  above  £14,000,000 
in  January,  1824,  was  reduced  to  £11,600,000,  in  October,  1824. 
The  exchange  on  Paris  had  been  falling  ever  since  the  close  of 
1823.  The  last  time  it  was  above  par  was  in  June,  and  since 
then  the  fall  had  been  continuous.  The  decrease  in  bullion  had 
been  steady,  uniform,  and  rapid  ever  since  March.  Now,  when 
it  was  known  that  immense  sums  were  leaving  the  country,  and 
the  exchange  falling  lower,  what  did  the  Bank  do  ?  It  increased 
its  issues.  During  the  month  of  October,  1824,  they  were  in- 
creased £2,300,000.  When  every  consideration  of  common 
sense  and  prudence,  demanded  a  rapid  contraction,  when  the 
speculative  fever  was  plainly  declared,  instead  of  doing  what 
they  could  to  check  it,  they  added  fuel  to  the  flames.  But  the 
I  directors  seemed  determined  to  set  all  the  principles  of  the 
Bullion  Report  at  defiance ;  and  the  drain  upon  them  pro- 
ceeded with  increased  severity.  In  April,  1825,  the  bullion  was 
diminished  by  upwards  of  £4,000,000,  and  their  issues  were 
£3,600,000  higher  when  they  had  only  £6,650,000  of  bullion  than 
when  they  had  £14,000,000. 

25.  The  speculative  fever  was  at  its  height  in  the  first  four 
months  of  1825,  when  it  had  spent  its  force  and  came  to  an  end 
in  the  natural  course  of  things.  Vast  numbers  of  persons  who 
had  embarked  in  these  wild  schemes,  with  the  hope  of  selling 
out  of  them  before  the  inevitable  crash  came,  were  now  called 
upon  for  their  subscriptions.  Vast  quantities  of  capital  having 
been  already  absorbed,  had  the  inevitable  effect  of  raising  the 
rate  of  interest.  Successive  calls  compelled  the  weaker  holders 
to  realize,  and,  while  the  calls  for  ready-money  were  immediate 
and  pressing,  the  prospect  of  returns  was  distant  and  uncertain. 
Accordingly,  after  May  and  June,  the  decline  was  rapid.  The 
South  American  loans,  and  the  Mexican  mining  schemes,  proved 
almosl  universally  total  losses.  In  the  meantime,  that  slack 
irattr,  which  Mr.  Tooke  observes,  always  precedes  a  great  turn 
in  the  tide  of  prices,  took  place.  The  increase  of  commodities 
which  speculation  had  caused,  could  no  longer  be  kept  from 
being  realized,  prices  fell  as  rapidly  as  they  had  risen.  The 
obligations  of  the  speculators  now  became  due,  and  the  sale  of 
the  commodities  had  to  be  forced  to  meet  them.     Universal  dis- 
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credit  now  succeeded,  goods  became  unsaleable,  so  that  stocks 
which  are  usually  held  in  anticipation  of  demand,  were  wholly 
unavailable  to  meet  the  pecuniary  engagements  of  the  holders. 
Merchants,  who  had  accepted  bills  for  only  half  the  value  of  the 
goods  consigned  to  them,  were  unable  to  realize  even  that  half, 
or  even  obtain  advances,  on  security  of  the  bills  of  lading,  and 
even  the  advances  already  made,  were  peremptorily  called  in. 
The  usury  laws,  which  limited  interest  to  5  per  cent.,  greatly 
aggravated  the  distress ;  nobody  would  lend  money  at  5  per 
per  cent.,  when  its  real  value  was  so  much  greater  ;  hence,  num- 
bers who  would  gladly  have  paid  8  or  10  per  cent,  interest,  wei*e 
obliged  to  sell  goods  at  a  difference  of  30  per  cent,  for  cash, 
compared  with  the  price  for  time. 

26.  The  bankers  in  the  country  had  followed  exactly  in  the 
steps  of  the  Bank  of  England.  While  the  fever  was  raging 
they  had  increased  their  issues  and  liabilities,  by  speculative 
advances  on  commodities.  The  persons  to  whom  these  ad- 
vances had  been  made,  had  no  means  of  repaying  them,  but 
the  "  promises  to  pay"  the  bankers  had  lent  them,  still  remained 
in  circulation,  and  must  be  met.  The  bankers  foresaw  the  coming 
storm,  and  endeavoured  to  provide  funds  to  meet  it.  The  Bank 
of  England  itself  had  its  eyes  open  to  the  suicidal  career  it  was 
following  in  May,  and  then  endeavoured  violently  to  contract  its 
issues.  This  sudden  change  of  policy,  only  aggravated  the 
general  feeling  of  discredit.  During  the  Autumn  everything 
portended  the  approach  of  the  impending  catastrophe.  The 
following  table  shews  the  progressive  decrease  in  the  bullion  in 
the  Bank,  during  1824  and  1825  : — 


1824. 

Jan.  31 £13,527,850 

Feb.  28 13,800,390 

March  27 13,871,280 

April  24 13,405,550 

May  29 12,887,840 

June   26 12,809,140 

July  31 11,814,720 

Aug.    28 11,763,550 

Sept.   25 11,811,500 

Oct.  30 11,433,430 

Nov.    27 11,323,760 

Dec.  24 10,721,190 


1825. 

Jan.  29 £9,490,420 

Feb.  26 8,857,730 

March  26 8,152,340 

April  30 6,659,780 

May28 6,131,300 

June  25 5,482,040 

July  30 4,174,830 

Aug.  27 3,626,570 

Sept.  24 3,496,690 

Oct,  29 3,150,360 

Nov.  26.  .  .         .  3,012,150 

Dec.  31 1,260,890 


27.  The  inevitable  contre  coup  of  the  undue  expansion  of 
credit  in  the  spring  began  to  press  heavily  on  the  country  banks 
in  the  autumn  of  1852.  It  gradually  became  severer  during  the 
month  of  November.     On  the  29th  November  it  was  announced 
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in  the  London  papers  that  Sir  William  Elford's — a  large  bank 
at  Plymouth — had  failed,  and  that  was  immediately  followed  by 
the  fall  of  Wentworth  and  Co.,  a  great  Yorkshire  firm.  By  the 
3rd  December,  the  panic  had  fairly  set  in,  and  the  whole  city 
was  thrown  into  the  most  violent  state  of  alarm  and  consterna- 
tion. On  that  day  (Saturday)  some  of  the  directors  were 
informed  that  the  house  of  Poole,  Thornton,  and  Co.,  one  of  the 
leading  city  banking  houses,  was  in  difficulties,  and  at  a  hurried 
meeting  held  on  the  following  day  it  was  decided  to  place 
£300,000  at  their  disposal  upon  proper  security..  During  that 
week  the  utmost  attention  was  paid  to  the  position  of  that 
house  which  fought  it  through  the  following  week,  though  it 
was  privately  known  to  the  governor  that,  if  the  storm  did  not 
abate,  they  must  fail  on  the  Monday  morning.  Instead  of 
abating,  however,  it  became  more  furious  than  ever  on  Monday ; 
and  Poole  and  Co.  stopped  payment,  and  the  ruin  of  forty 
country  Banks  which  wTere  connected  with  them  was  expected. 

28.  The  fall  of  this  great  banking  house  was  the  signal  for  a 
general  run  upon  all  the  London  bankers,  and  three  or  four 
more  gave  way,  and  spread  universal  consternation  among  the 
country  banks,  sixty-three  of  which  succumbed  to  the  crisis, 
though  a  considerable  number  paid  20s.  in  the  pound,  and 
eventually  resumed  business. 

29.  From  Monday,  the  12th,  to  Saturday,  the  17th  December, 
was  the  height  of  the  crisis  in  London.  Mr.  Richards,  the 
Deputy-Governor  of  the  Bank  at  that  time,  said  : — 

"  On  Monday  morning  the  storm  began,  and  till  Saturday 
night  it  raged  with  an  intensity  that  it  is  impossible  for  me  to 
describe  ;  on  the  Saturday  night  it  had  somewhat  abated.  The 
Bank  had  taken  a  firm  and  deliberate  resolution  to  make  com- 
mon cause  with  the  countiy,  as  far  as  their  humble  efforts 
would  go,  and  on  Saturday  night  it  was  my  happiness,  when  I 
went  up  to  the  Cabinet  reeling  with  fatigue,  to  be  able  just  to 
call  out  to  my  Lord  Liverpool,  and  to  the  members  of  His 
Majesty's  Government  then  present,  that  all  was  well;  that  was, 
I  believe,  on  the  evening  of  Saturday,  the  1 7th  December.  Then 
in  the  following  week  things  began  to  get  a  little  more  steady, 
and  by  the  24th,  what  with  the  .t'l  notes  that  had  gone  out  and 
other  things,  people  began  to  be  satisfied,  and  then  it  was  for  the 
fust  time  in  a  fortnight,  that  those  who  had  been  busied  in  that 
terrible  scene  could  recollect  that  they  had  families  who  had 
some  claim  on  their  attention." 

30.  As  the  crisis  was  evidently  approaching  at  the  end  of 
November,  the  papers  discussed  the  probable  policy  of  the 
Bank,  and  it  was  generally  anticipated  that  it  would  continue  to 
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contract  its  issues,  and  let  the  evil  work  its  own  cure  by  the  fall 
of  those  houses  which  had  been  imprudent  in  their  speculations, 
and  this  was  the  course  adopted  by  the  Bank,  and  to  which  they 
adhered  as  matters  grew  worse,  and  they  were  supported  in  it 
by  public  opinion.  On  the  day  after  Poole  and  Co.  fell  another 
house  of  equal  magnitude  fell,  Williams,  Burgess,  and  Co.  The 
panic  then  became  universal,  and,  as  the  directors  thought  that 
they  would  certainly  have  to  stop  payment,  they  sounded  the 
Government  as  to  a  Restriction  Act,  but  the  Government 
absolutely  declined  it,  and  it  was  resolved  that  the  Bank  should 
pay  away  its  last  sovereign.  The  Mint  was  kept  constantly  at 
work  day  and  night,  but  it  could  not  supply  coin  with  sufficient 
rapidity,  so  that  it  kept  continually  diminishing.  On  the 
Saturday  the  coin  in  the  Bank  vaults  scarcely  exceeded  one 
million,  but,  by  a  happy  circumstance,  when  the  Saturday 
evening  came  the  tide  receded,  and  the  directors  were  able  to 
assure  the  Ministry  that  all  danger  was  over. 

31.  The  great  pressure  had  produced  the  effect  which 
necessarily  results  from  such  circumstances.  The  great  increase 
in  the  value  of  money  here,  had  tui'ned  the  exchanges  in  favour 
of  the  country,  the  directors  expected  remittances  from  Paris, 
and  they  fortunately  came  sooner  than  was  expected.  On  the 
Monday  following  the  19th,  about  £400,000  came  from  France, 
and  the  demands  having  sensibly  abated,  the  supplies  from  the 
Mint  fully  equalled  the  sums  drawn  out  of  the  Bank, — or  rather 
exceeded  them. 

32.  Mr.  Huskisson  said  afterwards,  in  the  House  of  Commons, 
that,  during  forty-eight  hours  (Monday  and  Tuesday,  December 
12  and  13),  it  was  impossible  to  convert  into  money  to  any  ex- 
tent the  best  securities  of  the  Government.  Persons  could  not 
sell  Exchequer  bills,  nor  Bank  stock,  nor  East  India  stock,  nor 
the  public  funds.  Mr.  Baring  said  that  men  would  not  part 
with  their  money  on  any  terms,  nor  for  any  security.  The  extent 
to  which  the  distress  had  reached  was  melancholy  to  the  last 
degree.  Persons  of  undoubted  wealth  and  real  capital,  were 
seen  walking  about  the  streets  of  London,  not  knowing  whether 
they  should  be  able  to  meet  their  engagements  for  the  next  day. 
By  this  time,  however,  the  exchanges  had  decidedly  tunied  in 
favour  of  the  country,  and  on  the  Wednesday,  the  14th,  the  Bank 
totally  changed  their  policy,  and  discounted  with  the  utmost 
profuseness.  They  made  enormous  advances  on  Exchequer  bills 
and  securities  of  all  sorts.     Mr  Harman  said  : — 

"  We  lent  it  by  every  possible  means,  and  in  modes  we  had 
never  adopted  before;  we  took  in  stock  as  security,  Ave  purchased 
Exchequer  bills,  we  made  advances  on  Exchequer  bills,  we  not 
only  discounted  outright,  but  we  made  advances  on  deposit  of 
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bills  of  exchange  to  an  immense  amount ;  in  short,  by  every 
possible  means,  consistent  with  the  safety  of  the  Bank,  and  Ave 
were  not,  on  some  occasions,  over  nice ;  seeing  the  dreadful 
state  in  which  the  public  were,  we  rendered  every  assistance  in 
our  power." 

This  audacious  policy  was  crowned  with  the  most  complete 
success,  the  panic  was  stayed  almost  immediately.  On  Friday 
evening,  the  16th,  the  Courier  said  : — "  We  are  happy  to  think 
that  the  worst  is  over,  though  there  are  still  great  demands  upon 
the  Bank,  particularly  from  the  country."  The  same  paper,  on 
the  next  day,  the  17th,  said': — "  Although  public  confidence  is 
on  the  return  in  the  metropolis,  and  things  are  resuming  their 
usual  course,  yet,  as  might  be  expected,  this  has  not  yet  commu- 
nicated itself  to  the  country."  In  fact,  the  London  panic  was 
completely  allayed  in  this  week  by  the  profuse  issue  of  Bank 
notes.  Between  the  Wednesday,  the  14th,  and  the  Saturday, 
the  17th,  the  Bank  issued  upwards  of  £5,000,000  of  notes  ! 

33.  The  waves  of  discredit,  however,  were  propagated  through 
the  country,  and  throughout  the  following  week  the  demand 
still  continued  great  from  the  London  bankers  for  their 
country  correspondents.  During  the  course  of  it,  it  came  to 
the  remembrance  of  some  of  the  directors  that  there  was  a  chest 
of  their  t'l  notes  which  had  never  been  used.  As  soon  as  this 
was  discovered,  it  occurred  to  them  that  they  might  be  used  to 
stay  the  panic  in  the  country  districts,  and  the  discredit  of  the 
country  bank  notes.  Upon  communicating  this  idea  to  the 
London  bankers,  it  was  eagerly  approved  of,  and  the  sanction  of 
the  Government  was  asked  for  the  experiment.  The  Government 
consented,  and  the  notes  were  sent  off  to  the  country  bankers 
without  delay,  and  produced  instantaneous  relief.  At  Norwich, 
when  the  Gurneys  shewed  upon  their  counter  so  many  feet  ot 
Bank  notes  of  such  a  thickness,  it  stopped  the  run  in  that  part 
of  the  country.  By  the  24th  December  the  panic  was 
completely  allayed  all  over  the  country,  and  the  amount  of  the 
£1  notes* the  Bank  issued  was  under  £500,000,  and  by  the 
beginning  of  1826  the  credit  of  the  banking  world  w;is 
completely  restored. 

34.  The  circumstances  of  this  famous  crisis  arc  the  most 
complete  and  triumphanl  examples  of  the  unquestionable  truth 
of  the  principles  of  the  Bullion  Report,  and  of  Sir  Francis 
Baring,  already  quoted  in  Chapter  VII.  When  the  drain  of 
treasure  from  the  Bank  was  severe  and  unceasing,  and 
notoriously  for  exportation,  on  account  of  foreign  loans,  the 
Bank,  with  infatuated  obstinacy,  had  increased  their  issues  instead 
of  contracting  them,  in  defiance  of  the  clearest  warnings  of  the 
Bullion   Report.     When,  after  six  months'  continuance  in  this 
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fatal  policy,  they  al  lasl  reversed  their  course,  and  contracted 
their  issues.  In  the  course  of  the  autumn  the  drain  for  the 
exportation  ceased,  but  continued  for  internal  purposes;  the 
demand  for  gold  was  entirely  to  support  the  tottering  credit  of 
ili«'  country  bank  notes.  Now,  as  the  country  bankers  were 
only  too  glad  to  withdraw  their  own  notes,  and  substitute  gold 
for  them,  there  was  not  the  slightest  danger  of  an  increase  of 
Hank  of  England  notes  adding  to  the  general  amount  of  paper 
currency  in  the  country,  but  just  the  reverse;  consequently, 
it  was  just  the  precise  case  in  which  Sir  Francis  Baring  and  the 
Bullion  Committee  said  that  it  was  the  duty  of  the  Bank  of 
England  to  extend  its  issues  to  support  general  credit.  There 
was  not  the  smallest  danger  that  an  extension  of  issues  would, 
under  such  circumstances,  turn  the  foreign  exchanges  against 
the  country.  The  character  of  the  demand  was  declared  in  the 
most  unmistakeable  manner.  On  Thursday,  the  loth,  a  meeting 
of  merchants  and  others  took  place  at  the  Mansion  House,  when 
it  was  stated  that  Sir  P.  Pole  &  Co.  had  a  surplus  of  £170,000, 
after  payment  of  all  claims  against  them,  besides  large  landed 
property  belonging  to  Sir  Peter  Pole,  and  about  =£100,000,  the 
private  property  of  other  members  of  the  firm.  Williams  and 
Burgess  had  enough  to  pay  40s.  in  the  pound.  Now,  if  the 
course  which  was  adopted  on  the  Wednesday  had  been  adopted 
on  the  Monday,  the  whole  of  that  terrific  crisis  would  have 
been  saved.  Mr.  Vincent  Stuckey,  one  of  the  most  eminent 
country  bankers  in  the  kingdom,  says  : — 

■•  My  opinion  was  that  the  crisis  at  that  time  was  brought 
on  by  excessive  issues;  hut,  when  the  panic  came,  country  bank 
paper  was  brought  in  for  Bank  of  England,  and,  therefore,  all 
that  was  immediately  wanted  was  an  Exchange  of  Paper.  I 
slated,  in  a  Utter  I  wrote  upon  the  subject  to  the  Bank  on  the 
14th  oi  December.  L 825,  that  they  would  not  have  to  increase 
the  sum  total  of  circulation,  but  that  all  they  would  have  to  do 
Mas  to  exchange  A  for  B;  and  in  my  letter  I  recommended 
them  to  issue  a  million  a  day,  which  they  did;  for,  otherwise, 
most  of  the  Banks  in  London,  as  well  as  the  country,  must  have 

slopped.  " 

And,  accordingly,  they  did  issue,  and  all  contemporary  evidence 
proves  that  it  was  this  profuse  issue  £5,000,000  of  paper  in  a 
few  days  that  stayed  the  panic,  if  they  had  preserved  in  the 
restrictive  policy  for  three  days  longer,  the  total  and  entire 
destruction  of  commercial  credit  would  infallibly  have  ensued, 
in  short,  if  they  had  followed  the  precedents, of  170:3  and  1797, 
so  strongly  condemned  by  the  Bullion  Report,  all  credit  would 
have  been  destroyed;  they  followed  the  principles  laid  down  in 
the  Bullion  Report,  and  the  country  was  saved. 

When   tlie  causes  of  this  terrible  calamity  came  to  be 
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discussed,  there  were  not  wanting  many  who  laid  the  whole 
blame  to  the  excessive  issues  of  the  Bank,  as  well  as  the  excessive 
issues  of  the  country  banks.  Bui  though  it  is  indisputable  that 
the  Bank  acted  on  the  most  unsound  principles,  in  not  contracting 

its  issues  when  the  great  drain  of  bullion  for  exportation  was 
going  on,  it  is  a  mere  delusion  for  men  to  attribute  the  conse- 
quences of  their  own  wild  and  extravagant  mania  to  the  Bank 
of  England,  or  to  any  hank.  The  errors  of  all  the  hanks  put 
together  were  trivial  compared  to  the  outbreaks  of  speculative 
insanity  which  seized  upon  all  classes.  Tt  was  not  the  issues  of 
some  Dank  notes  more  or  less  which  originated  the  calamity, 
but  the  insatiable  thirst  for  growing  suddenly  rich,  that  seized 
upon  so  many  persons,  and  led  them  to  embark  in  the  maddest 
schemes  totally  out  of  their  line  of  business.  Was  it  the  issue 
of  Bank  notes  that  led  a  respectable  bookselling  firm  to  risk 
£100,000  on  a  speculation  in  hops? 

3G.  The  Bank  had  committed  many  errors  before,  as  serious 
as  those  of  1825,  without  leading  to  any  such  disaster.  In  fact, 
it  was  the  nature  of  the  speculations  which  men  had  rushed 
headlong  into  that  must  inevitably  have  brought  about  a  most 
terrible  calamity  if  there  had  not  been  a  Bank  note  in  existence. 
The  speculative  mania  of  1004  took  place  before  the  Bank  was 
in  existence;  the  great  South  Sea  bubble  mania  took  place  when 
there  were  no  country  banks  at  all,  anil  no  one  accused  the  Bank 
of  England,  or  the  London  bankers,  of  having  made  too  profuse 
issues  of  notes  then,  and  the  great  railway  mania  of  1845-6  took 
place  after  it  was  supposed  that  the  Act  of  1844  had  effectually 
secured  the  country  against  the  recurrence  of  similar  calamities. 

37.  The  bold  policy  of  the  Bank  of  England  in  that  terrible 
week,  in  entire  accordance  with  the  principles  laid  down  by  Sir 
Francis  Baring  and  the  Bullion  Report,  not  only  saved  a  multi- 
tude of  commercial  houses,  both  banking  and  trading,  but. 
certainly  preserved  itself  from  bankruptcy.  Though  several 
banks  did  succumb,  the  distress  was  slight,  compared  to  what 
it  would  have  been  if  the  Hank  had  persevered  in  adhering  to 
the  policy  of  1797.  Many  houses,  it  is  true,  that  were  aided  by 
the  Hank,  were  only  enabled  to  Stagger  on  for  a  short  time 
longer,  and  subsequently  failed  when  their  obligations  became 
due;  but  delaying  their  fall  even  for  a  shorl  time,  till  the  panic 
had  subsided,  was  of  considerable  service. 

38.  The  worthless  character  of  a  great  portion  of  the  country 
paper  had  greatly  aggravated  the  intensity  of  the  calamity;  in 
fact,  il  began  with  them,  and  the  ''real  commercial  failures  did 
not  take  place  until  after  the  hanking  panic  had  subsided.  The 
Government  and  the  Bank,  at   lasl   learning  wisdom  from  these 
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repeated  convulsions,  which  seemed  to  recur  periodically, became 
sensible  thai  ii  was  imperatively  necessary  to  provide  a  currency 
of  a  more  solid  description  for  the  country,  and  thai  the  frightful 
evils  of  the  monopoly  of  the  Bank  of  England  must  come  to 
nn  end. 

39.  Parliament  met  on  the  3rd  of  February,  1826,  and  six 
paragraphs  of  the  speech  from  the  Throne  were  occupied  with 
the  commercial  catastrophe,  and  it  said  that  part  of  the  remedies 
to  be  applied  consisted  in  placing  the  currency  and  circulating 
credit  of  the  country  on  a  .more  firm  foundation.  Lord  King 
said  thai  the  causes  of  the  calamity  were  partly  to  be  attributed 
to  the  Government,  in  a  greater  degree  to  the  country  banks, 
and  in  a  still  greater  degree  to  the  Bank  of  England  monopoly. 
There  was  no  period  of  distress  during  the  last  thirty  or  forty 
years,  in  which  the  conduct  of  that  establishment  had  not  been 
injurious,  and  in  every  case  aggravated  it.  It  was  a  most  faulty 
machine.  It  was  impossible  that  a  Bank  so  incorporated  could 
do  good.  If  the  purpose  was  to  erect  an  establishment  to  do 
mischief,  they  would  erect  it  on  the  very  principles  of  the  Bank. 
They  would  give  it  a  monopoly,  remove  from  it  all  fear  of 
rivalry,  and  connect  it  with  the  Government.  He  lamented  that 
the  pressure  of  the  country  gentlemen  and  the  country  bankers 
had  been  too  powerful  to  be  resisted  by  the  Ministry  in  1822, 
and  had  forced  them  to  continue  the  issues  of  £l  and  £2  notes 
to  keep  up  prices  and  encourage  speculation.  The  Earl  of 
Liverpool  chiefly  blamed  the  excessive  issues  of  the  country 
banks,  and  said  that  the  small  notes  must  be  gradually  with- 
drawn, and  a  metallic  currency  substituted.  He  said  that  he 
was  perfectly  satisfied,  and  had  entertained  the  conviction  for 
years,  that  the  country  had  grown  too  large,  that  its  concerns 
had  become  too  extensive  to  allow  of  the  exclusive  privilege  of 
the  Bank  of  England.  Its  privilege  had  operated  in  a  most 
extraordinary  and,  as  he  thought,  unfortunate  manner  for  the 
country.  Any  small  tradesman,  a  cheesemonger,  a  butcher,  or  a 
shoemaker,  might  open  a  country  bank,  but  a  set  of  persons,  with 
a  fortune  sufficient  to  carry  on  the  concern  with  security,  were 
not  permitted  to  do  so. 

40.  The  Ministry  took  upon  themselves  to  prohibit  any  more 
stamps  being  issued  to  the  country  banks  for  £1  and  £2  notes. 
The  Chancellor  of  the  Exchequer  said  that  those  notes  were  to 
be  deprecated  as  an  infringement  of  the  Act  1819,  which  no  man 
could  deny  was  passed,  if  ever  any  Act  was,  with  the  unanimous 
approbation  of  all  the  parties  of  which  Parliament  was  composed: 
an  Act  which  had  been  solemnly  resolved  upon  as  the  only  mea- 
sure which  could  enable  the  country  to  meet  any  future  danger, 
by  placing   the   circulating  medium  on  a   permanent  and   stable 
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footing.  No  inaii  could  insinuate  that  that  Act  was  not  the 
result  of  the  deliberate  conviction  of  almost  every  individual  of 
every  party  in  that  House.  He  then  detailed  the  continual  evil 
and  insecurity  of  the  small  notes,  and  said  that  he  always  had 
regretted,  and  still  regretted,  the  step  taken  by  Parliament  in 
1822,  which  permitted  them.  The  intention  of  the  Government 
was,  therefore,  to  suppress  them  as  soon  as  possible  in  England, 
and  subsequently  in  Scotland  and  Ireland.  He  moved  a  resolu- 
tion, that  no  fresh  notes  were  to  he  issued  by  country  bankers  in 
England  under  £5,  and  that  those  printed  before  the  5th  of 
February,  ls-_>r>,  might  he  issued,  re-issued,  and  circulated  until 
the  5th  April,  1829,  and  no  longer. 

41.  The  opinions  expressed  in  Parliament  ami  the  country 
were,  of  course,  most  conflicting,  as  to  the  causes  of  this  great 
catastrophe,  hut  the  great  preponderance  of  opinion  was  adverse 
to  the  small  note  issues.  Mr.  Baring,  who  defended  the  country 
bankers  from  the  accusations  levelled  against  them,  said  that 
their  small  notes  were  had  as  a  permanent  system,  and  they 
ought  to  be  called  in.  Even  although  they  might  sometimes  be 
of  almost  indispensable  use  to  the  country,  still,  if  the  misery 
which  had  been  caused  by  their  use,  among  the  poorer  classes, 
were  taken  into  consideration,  it  was  a  sufficient  reason  why  the 
nuisance  should  he  abated  ;  audit  was  his  opinion  that  the  House 
had  not  got  rid  of  this  deluge  of  paper  at  the  time  when  it  had 
the  power  to  do  so.  and  that  it  had  not  resisted,  as  it  ought  to 
have  resisted,  the  importunity  of  the  country  bankers.  That 
these  small  notes  should  be  abolished  as  soon  as  practicable. 

42.  Mr.  Huskisson  described  the  frightful  nature  of  the 
panic  during  48  hours  (Monday  and  Tuesday,  December  12  and 
13),  and  said  that  it  had  been  truly  observed  that  the  Bank,  by 
its  prompt  and  efficacious  assistance,  had  put  an  end  to  the 
panic,  and  averted  the  ruin,  winch  threatened  all  the  hanking 
establishments  in  London,  and,  through  them,  the  banking  estab- 
lishments and  monied  men  all  over  the  country.  The  conduct 
of  the  Bank  had  been  most  praiseworthy,  and  had,  in  a  great 
degree,  saved  the  country  from  a  general  convulsion.  The 
Hank,  throughout  its  prompt,  efficacious,  and  public-spirited 
conduct,  had  had  the  countenance,  advice,  and  particular  recom- 
mendation of  the  Premier  and  Chancellor  of  the  Exchequer,  lie 
admitted  thai  the  commercial  distress  in  Scotland  was  very 
great,  hut  that  did  not  prove  that  the  system  of  Scotch  hanking 
did  not  afford  greater  securities  than  the  English  system,  and  that 
it  was  desirable  to  introduce  it  into  this  country.  He  then 
described  the  wild  spirit  of  speculation  that  had  seized  the 
country,  which  produced  a  rise  of  prices  so  rapid  as  had  never 
been  equalled.     He  might  mention,  as  an  instance,  the  price  of 
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nutmegs,  which  rose  in  one  month  from  2s.  6cl.  to  12s.  (3d.  a  lb., 
and  speculation  in  other  spices  caused  a  corresponding  rise  in 
their  prices.  Tin-  mania  extended  equally  to  other  articles  of  con- 
sumption, merchants,  traders,  shopkeepers,  clerks,  and  apprentices 
partook  equally  of  the  frenzy  of  vying  with  each  other  in  their 
endeavours  to  secure  a  monopoly  of  each  article.  And  this 
state  of  things  took  its  rise,  not  among  the  wild,  insane,  and 
bedlamite  schemers,  but  among  those  who  were  considered  the 
sober,  steady  merchants  and  traders  of  the  metropolis.  And  all 
this  took  place  at  a  time  when  money  was  rapidly  leaving  the 
country.  Now,  if  when  it  was  leaving  the  country  so  rapidly, 
it  was  still  hawked  about  at  a  greatly  lowered  rate  of  interest, 
that  showed  there  must  be  something  wrong  in  the  currency. 
And  to  what  would  any  sober  man  say  such  a  state  of  things 
must  come  to  at  last  ?  The  Bank,  at  last,  was  obliged  to  provide 
for  its  own  safety,  by  narrowing  its  issues,  which  checked  the 
spirit  of  speculation,  ami  as  a  necessary  result,  those  country 
banks  which  had  been  most  rash  and  immoderate  in  aiding  these 
speculations  by  advances,  were  ruined.  The  ruin  of  these  bad 
and  unstable  banks  had  effected  even  the  stability  of  the  most 
solvent  ones.  A  general  panic  ensued,  and  seven  or  eight  hun- 
dred country  banks  had  asked  for  assistance  from  the  Bank  of 
England.  She  had  700  or  800  drains  for  gold  suddenly  opened 
\ipon  her.  Was  this  a  safe  or  proper  condition  to  leave  the 
country  in  ?  Certainly  not.  It  was  his  oiiinion,  an  opinion  not 
hastily  formed,  but  the  result  of  long  and  anxious  observation, 
that  a  permanent  state  of  cash  payments,  and  a  circulation  of 
one  and  two-pound  notes  could  not  co-exist.  If  there  were  in 
any  country  a  paper  and  a  coiu  currency  of  the  same  denom- 
ination, the  paper  and  the  coin  could  not  circulate  together,  the 
paper  Mould  drive  out  the  coin.  Let  crown  notes  be  made,  and 
a  crown  piece  would  never  be  seen,  make  half-crown  notes,  and 
no  half-crowns  would  remain  in  circulation.  Allow  one-pound 
notes  to  circulate,  and  we  should  never  see  a  sovereign.  One  of 
the  great  evils  they  were  called  on  to  correct  was  the  excessive 
issue  of  paper.  This  had  been  the  cause  of  the  greatest  distress, 
it  had  caused  the  ruin  of  thousands  of  innocent  persons. 
Nothing  but  disgrace  and  danger  could  attend  the  deviation  from 
the  true  principles  of  currency,  which  Parliament  had  solemnly 
recognised.  If  they  wished  to  prove  the  value  of  a  steady  un- 
changeable currency,  they  had  it  in  the  example  of  France, 
which  had  twice  been  invaded  by  a  foreign  army,  her  capital 
hail  been  taken,  and  she  had  been  obliged  to  pay  a  large  sum  to 
foreign  countries  for  corn,  but  she  had  a  steady  metallic  currency, 
and,  however  much  the  great  contractors  might  have  suffered, 
the  great  body  of  the  people  had  remained  uninjured.  This 
was  due  to  the  excellent  footing  upon  which  the  currency  of 
that  country   was  established.      If  this  measure  was  adopted, 
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every  country  banker  would  be  obliged  to  have  as  great  a  regard 
to  the  exchanges  as  the  Bank  of  England,  and  be'compelled  to 
provide  for  his  own  safely,  without  leaning  upon  the  Bank  in 
times  of  danger.  Now  was  the  time  to  withdraw  these  small 
notes,  when  the  bankers  were  smarting  under  the  consequences 
of  their  over-issues.  They  had  at  presenl  a  large  amount  of 
gold  and  bank  notes;  if  they  allowed  the  favourable  time  to 
pass  by,  the  small  notes  would  soon  be  issued  again.  They  had 
now  got  the  gold  in  their  coffers,  and  now  was  the  time  to  pro- 
vide that  it  should  not  he  exported  again.  It  'would  he  advan- 
tageous to  the  public  to  have  chartered  joint  stock  hanks,  estab- 
lished under  a  proper  system,  with  only  a  limited  liability.  This 
would,  no  doubt,  induce  many  persons,  of  great  fortune  and 
credit,  to  take  shares  in  them,  but  the  Bank  objected  to  the 
extension  of  limited  liability,  and  had  stipulated  that  the  Banks 
of  Scotland  and  Ireland  should  not  have  this  privilege.  Some 
thought  that  the  currency  should  be  even  more  purely  metallic 
than  was  now  proposed,  and  that  notes  of  a  higher  denomination 
should  be  suppressed.  For  himself,  he  entirely  (littered  from 
Mr.  Ricardo,  as  to  the  true  basis  of  the  currency,  and  he  believed 
that  it'  Mr.  Ricardo,  ingenious  as  he  was,  had  been  sole  Director  of 
the  Bank  of  England,  it  would  before  now  have  stopped  payment, 
He  thought  Mr.  Ricardo's  view  of  the  currency  quite  erroneous. 

43.  Sir  John  Newport,  as  a  banker  himself,  considered  the 
issue  of'  small  notes  to  be  most  injurious  to  all  connected  with 
them,  as  affording  the  most  dangerous  facilities  for  extravagant 
speculation.  It  had  been  said  that  a  considerable  pari  of 
the  commerce  of  the  country  could  not  be  carried  on,  if  these 
notes  were  abolished.  He  -was  quite  willing  to  accept  that 
alternative,  and  abandon  a  portion  of  our  commerce,  rather  than 
continue  them.  He  did  not  believe  that  such  would  be  the  case. 
Now  was  the  best  time  to  abolish  tins  pernicious  system,  when 
SO  many  of  the  country  bankers  had  Tailed. 

44.  Mr.  Secretary  Peel  was  convinced  that  the  root  of  the  evil 
lay  in  the  monopoly  of  the  Hank  of  England,  and  that  if  in  the 
jrear  1793  a  set  of  banks  had  existed  in  this  country  on  the 
Scotch  system  it  would  have  escaped  the  danger  it  was  then 
involved  in,  as  well  as  the  calamity  which  had  just  occurred. 
In  1793  upwards  of  loo  hanks  had  failed.  In  seven  years,  from 
1810  to  1817,  117  commissions  in  bankruptcy  were  issued 
against  country  bankers,  in  the  crisis  which  had  just  occurred  7(1 
failures  had  taken  place.  But,  from  the  different  ways  of  making 
compositions,  etc.,  the  number  of  failures  should  probably  he 

estimated  at  tour  limes  the  number  of  the  commissions  of 
bankruptcy.  What  system  could  be  worse,  or  more  prejudicial 
to    every    interest    in    the    country,   than    one    which    admitted 
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of  such  an  enormous  .•'.mount  of  failures?  Contrast  what  bad 
been  the  case  in  Scotland,  under  a  different  system.  Mr. 
Gilchrist,  a  manager  of  one  of  the  Scotcli  banks,  had  been  asked 
by  the  committee  in  1819,  how  many  failures  there  had  been  in 
Scotland  within  his  recollection,  and  he  said  there  had  only  been 
one,  that  the  creditors  bad  been  paid  14s.  in  the  pound  im- 
mediately, and  finally  the  whole  of  their  claims.  These  facts 
were  a  strong  presumptive  proof  that  the  Scotch  System  if  not 
quite  perfect,  was  at  least  far  superior  to  the  one  existing  in 
England.  The  present  system  of  country  banking  was  most 
prejudicial  in  every  point  of  view.  lie  then  described  the 
terrible  misery  caused  by  the  failure  of  the  country  banks.  He 
trusted  that  institution  of  Joint  Stock  Banks  would  place  the 
currency  on  a  firmer  footing.  He  most  sincerely  trusted  that 
the  great  obstacle  to  the  proposed  institutions,  the  want  of  a 
charter,  would  be  removed.  He  hoped  the  directors  of  the 
Bank  of  England  would  seriously  consider  what  advantage 
they  would  derive  from  refusing  charters  to  these  banks.  He 
himself  could  not  imagine  what  benefit  they  would  derive 
from  it ;  they  no  doubt  had  the  right  to  prevent  such  charters 
being  granted,  but  he  hoped  they  would  refrain  from  exercising 
their  right.  He  eulogised  highly  the  conduct  of  the  directors 
during  the  late  crisis ;  he  could  not  conceive  it  possible  for  any 
body  of  men  to  have  acted  better,  or  to  have  exercised  more 
judgment,  discretion,  and  liberality  than  they  had  done — of  which 
he  hoped  they  would  give  a  further  instance  by  not  opposing 
the  grants  of  charters  to  the  proposed  new  banks.  He  fully 
concurred  with  Mr.  Huskisson,  that  it  was  impossible  to 
maintain  coin  in  circulation  if  paper  of  the  same  denomination 
were  allowed  to  circulate  along  with  it.  Now  was  the  most 
favourable  opportunity  of  getting  rid  of  the  small  notes.  It 
would  be  impolitic  and  unsafe  to  wait  the  moment  of  returning 
prosperity,  as  the  country  bankers  would  be  more  reluctant  to 
agree  to  it,  and  more  able  to  oppose  it.  To  stand  gazing  on  the 
bank  in  idle  expectation,  now  that  the  river  was  passable,  would 
be  an  irreparable  mistake.  The  ministerial  propositions  prevailed 
by  a  majority  of  222  to  39,  ,and  a  motion  to  continue  the  small 
uotes  of  the  Bank  of  England  was  rejected  by  66  to  7. 

45.  The  chief  provisions  of  the  Act  (Statute  1820,  c.  6)  for 
prohibiting  small  notes  in  England,  are  as  follows: — 

1.  The  Act  repealing  the  Act  (Statute  1777,  c,  30)  which 
prohibited  promissory  notes  and  bills  under  20s.  was  repealed, 
thereby  reviving  the  former  Act;  but  all  notes  of  private 
bankers  stamped  before  the  5th  of  February,  1826,  or  of  the 
Bank  of  England  stamped  before  the  10th  of  October,  1826, 
were  exempted  from  its  operation,  and  were  permitted  to  be 
issued,  re-issued,  and  negotiated  until  the  5th  of  April,  1829. 


SUPPRESSION  OF  SMALL  NOTES.  105 

2.  Any  person  after  that  date  making-,  issuing,  signing,  or 
re-issuing  any  note  or  bill  under  £5,  was  subject  to  a  penalty 
of  £20. 

3.  Any  person  who  published,  uttered,  or  negociated  any 
promissory  or  oilier  notes,  or  any  negociable  or  transferable  bill, 
draft,  or  undertaking  in  writing,  for  the  payment  of  20s.,  or 
above  that  sum  and  less  than  £5,  or  on  which  such  sum  should 
be  unpaid,  should  forfeit  the  sum  of  £20. 

4.  These  penalties  were  not  attached  to  any  person  drawing 
a  cheque  on  his  banker  for  his  own  use. 

5.  All  promissory  notes  under  £20,  made  payable  to  bearer 
on  demand,  were  to  be  made  payable  at  the  Bank,  or  places 
where  they  were  issued;  and  as  many  more  places  as  the 
issuer  pleased. 

46.  When  the  Government  determined  on  suppressing  the 
small  note  issues  in  England,  they  said  that  it  was  their 
intention  to  extend  the  measure  in  a  short  time  to  Scotland  and 
Ireland.  However  much  Scotland  may  have  suffered  from 
commercial  overtrading,  as  every  commercial  country  must, 
occasionally  do,  no  banking  panic  had  ever  occurred  such 
as  those  which  had  so  frequently  desolated  England.  As  soon 
as  the  ministerial  intentions  were  known  in  Scotland,  a  great 
ferment  was  excited.  Sir  Walter  Scott  published  three  letters 
on  the  subject,  under  the  name  of  "Malachi  Malagrowther," 
which  tended  much  to  fan  the  public  enthusiasm,  and  such  an 
opposition  was  organised,  that  the  Ministry  were  obliged  to  con- 
sent to  appoint  committees  of  both  Houses  on  the  subject. 
These  committees  sat  during  the  spring  of  1826,  and  investigated 
the  whole  subject  of  Scotch  banking  at  great  length,  which  had 
been  very  little  understood  in  England  before  that  time;  and 
the  result  was  so  eminently  favourable  to  the  Scotch  banking 
system,  that  the  Ministry  abandoned  their  intention  of  attempt- 
ing to  alter  it.  The  evidence  and  reports  of  these  committees 
have  already  been  noticed  in  Chapter  VI. 

47.  The  year  1827  is  memorable  as  the  era  when  the  prin- 
ciples of  the  Bullion  Report  were  at  length  acknowledged  to  be 
true,  and  professedly  adopted  by  the  Bank.  Mr.  William  Ward 
stated  in  I  *:;■_>  that  there  was  not  a  single  person  in  the  Hank 
but  who  admitted  thai  its  issues  should  be  regulated  by  the 
foreign  exchanges  and  the  bullion  market,  or  disposed  to  act  in 
opposition  to  it.  Thai  in  1819  the  directors  had  forwarded  a 
resolution  to  die  I  louse  of  Commons,  denying  that  the  exchanges 
were  to  be  regarded  in  regulating  the  issues.  Subsequently, 
however,  to  that  year,  opinions  became  changed,  and  they  found 
the  merits  of  the  case  such  as  they  really  were.  Me  himself  had 
always  been  convinced  of  the  truth  of  Mr.  Horner's  principle, 
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and,  from  his  being  connected  with  the  exchanges,  had  many 
opportunities  of  observing  the  practical  truth  of  it.  The  Bank 
Directors,  however,  were  not  convinced  of  it,  because  they  found, 
in  practice,  that  the  exchanges  did  not  follow  the  issues  of  the 
Bank.  But  the  truth  was,  that  they  neglected  to  consider  the 
country  issues,  and  it  was  only  in  1819,  that  they  obtained  a 
correct  account  of  the  issues  of  country  banks;  when  that  was 
got,  it  was  found  that,  taking  the  Bank  and  the  country  issues 
together,  the  principle  was  shown  to  be  quite  correct.  The 
observation  of  these  facts  had  gradually  convinced  the  Directors, 
and,  in  182V,  he  thought  the  court  ripe  for  expunging  the 
resolution  of  1819,  and  it  had  accordingly  been  done.  And 
in  1832  there  was  not  a  single  director  who  disputed  its 
truth. 

48.  Although  the  Act  of  1775,  had  forbidden  notes  under  £5 
to  be  issued  in  England,  it  did  not  prohibit  the  circulation  of 
the  Scotch  £1  notes  in  England,  and  they  had  always  circulated 
in  the  districts  adjacent  to  Scotland,  and  even  as  far  south  as 
York.  When  the  English  £1  notes  were  suppressed,  it  seemed 
naturally  to  follow  that  the  circulation  of  the  Scotch  notes  in 
England  should  be  forbidden.  But  the  districts  in  which  they 
had  always  circulated,  were  as  unanimous  as  Scotland  itself 
against  the  measure.  In  1828,  the  Ministry  brought  in  a  bill 
to  restrain  the  circulation  of  Scotch  Bank  notes  in  England. 
Sir  James  Graham  presented  a  petition  from  the  borderers, 
deprecating,  in  the  most  earnest  terms,  the  withdrawal  of  the 
Scotch  notes  to  which  they  had  been  so  long  accustomed.  For 
seventy  years,  they  said,  they  had  possessed  the  advantage  it 
was  now  sought  to  deprive  them  of — the  advantage  of  the  Scotch 
currency.  Seven-eighths  of  the  rents  of  estates  were  paid  in  the 
paper  currency  of  Scotland,  and  no  loss  had  been  sustained 
in  consequence  of  it.  After  a  debate  of  two  nights,  the  motion 
was  carried  by  154  to  45.  The  Act  (Statute  1828,  c.  65)  pro- 
vided that  after  the  5th  of  April,  1829,  no  corporation  or  person 
whatever,  should  publish,  utter,  negociate,  or  transfer  in  any 
part  of  England,  any  promissory  note,  draft,  engagement,  or 
undertaking  in  writing,  payable  to  bearer  on  demand,  for  less 
than  £5,  or  upon  which  less  than  £5  remained  unpaid,  which 
should  have  been  made  or  issued,  or  purport  to  have  been  made 
or  issued,  in  Scotland  or  Ireland,  or  elsewhere  out  of  England, 
under  a  penalty  of  not  less  than  £5,  or  more  than  £20.  The 
same  exemption  as  to  cheques  as  in  the  former  Act. 

49.  In  1832,  during  the  crisis  of  the  Reform  Bill,  a  run  upon 
the  Bank  took  place,  which  lasted  for  about  a  fortnight;  but,  as 
it  was  merely  from  political  feeling  in  London,  and  did  not 
extend  into  the  country,  no  serious  result  ensued. 
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50.  The  Bank  Charter  expired  at  the  end  of  one  year's  notice, 
to  be  given  after  the  1st  August,  1832,  and  this  time  the  Dank 
had  done  no  such  services  to  the  Government  as  to  be  in  a  posi- 
tion to  demand  from  it  a  renewal  of  its  monopoly  several  years 
before  it  expired.  Moreover,  these  exclusive  privileges,  as  Lord 
Liverpool  said  in  1825,  were  nut  of  fashion.  Many  great 
monopolies  were  now  on  the  eve  of  breaking  up,  and  the  public 
miud  was  more  roused  and  enlightened  on  the  subjeel  of  banking, 
from  the  discussions  caused  about  the  severe  distress  of  1825. 
Before  taking  any  steps  towards  a  renewal  of  the  charter,  the 
Government  determined  to  have  an  inquiry  before  a  Secret  Com- 
mittee of  the  House  of  Commons,  which  was  appointed  on  the 
22nd  May,  1832,  and  consisted  of  the  following  members: — 
Lord  Althorp,  Sir  Robert  Peel,  Lord  John  Russell,  Mr.  Goulburn, 
Sir  James  Graham,  Mr.  Herries,  Mr.  Poulett  Thompson,  Mr. 
Courtenay,  Colonel  Maberley,  Sir  Henry  Parnell,  Mr.  Vernon 
Smith,  Mr.  John  Smith,  Mr.  Roberts,  Sir  M.  W.  Ridley,  Mr. 
Att  wood,  Sir  J.  Newport,  Mr.  A.  Baring,  Mr.  Irving,  Mr.  War- 
burton,  Mr.  G.  Philips,  Lord  Morpeth,  Mr.  Morrison,  Mr.  Hey- 
wood,  Lord  Ebrington,  Sir  J.  Wrottesley,  Mr.  Lawley,  Mr. 
Cavendish,  Alderman  Wood,  Mr.  B.  Carter,  Mr.  Strutt,  Mr. 
Stanley,  Alderman  Thompson. 

51.  The  Committee  was  appointed  during  the  height  of  the 
political  excitement  attending  the  passing  of  the  Reform  Bill, 
and  sat  for  some  months,  and.  did  not  make  any  report  till  the 
end  of  the  Session.  The  inquiry  was  extremely  incomplete. 
Many  of  the  most  interesting  subjects  connected  with  it  were 
scarcely  touched  upon.  But  the  close  of  the  Session  made  them 
report  the  evidence  to  the  House  so  far  as  it  had  gone.  It  was 
expected  that  a  new  committee  would  have  been  appointed  in 
the  new  Parliament  to  continue  the  inquiry,  but  the  Government 
in  the  meantime  made  up  their  minds  as  to  the  changes  they 
intended  to  make  in  the  Bank  monopoly,  and  dispensed  with 
any  further  inquiry. 

52.  Although  the  inquiry  was  left  in  a  very  incomplete  state 
as  to  many  branches  of  the  subject,  the  evidence  given  em- 
braced many  interesting  points.  The  most  important  of  which 
were,  the  rules  adopted  by  the  Hank  for  regulating  their  issues 
— the  expediency  or  the  contrary  of  publishing  their  accounts — 
the  expediency  or  the  contrary  of  establishing  Joinl  Stock  Banks, 
or  of  having  one  or  more  Banks  of  Issue  in  the  met ropolis — the 
causes  of  the  panic  of  1825,  and  the  action  of  the  Hank  during 
that  period — the  advantages,  or  the  contrary,  of  making  Bank 
notes  legal  tender,  ami  the  effects  of  the  usury  laws  on  commerce. 

53.  The    great    truths    regarding   the    regulation    of   a    paper 
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currency  which  had  been  approved  of  by  the  Bullion  Com- 
mittee were  now  unanimously  recognised  by  the  directors,  and 
Mr.  Iloislev  Palmer,  the  Governor  of  the  Bank,  being  asked  by 
what  principle,  in  ordinary  times,  the  Bank  was  guided  in  the 
regulation  of  its  issues,  said,  that  in  a  period  of  a  full  cur- 
rency, and,  consequently,  with  a  par  of  exchange,  the  Bank 
considered  it  desirable  to  invest  two-thirds  of  its  liabilities  of 
all  sorts  in  interest-bearing  securities,  and  one-third  in  bullion. 
The  circulation  of  the  country  being  then  regulated  by  the 
action  of  the  foreign  exchanges,  the  Bank  was  extremely 
desirous  to  avoid  using  any  active  power  of  regulating  the 
circulation,  but  to  leave  that  entirely  in  the  hands  of  the  public. 
The  action  of  the  public  was  fully  sufficient  to  rectify  the  ex- 
changes without  any  forced  action  on  the  part  of  the  Bank  in 
buying  or  selling  securities.  He  thought  it  desirable  to  keep 
the  securities  very  nearly  at  the  same  amount,  because  then  the 
public  could  always  act  for  themselves  in  returning  notes  for 
bullion  for  exportation  when  the  exchanges  were  unfavourable, 
and  if  there  was  a  great  influx  of  gold,  the  Bank  could  always 
re-assume  its  proportion  by  transferring  part  of  the  bullion  into 
securities.  He  considered  that  the  discount  of  private  paper 
was  one  of  the  worst  means  which  the  Bank  could  adopt  for 
regulating  its  notes,  as  it  tended  to  produce  a.  very  prejudicial 
extension  of  their  notes.  He  condemned  strongly  the  practice 
of  the  Bank  during  the  restriction  with  respect  to  the  extensive 
discounts  of  mercantile  paper  at  5  per  cent,  when  the  market 
rate  was  much  higher,  which  necessarily  led  to  an  excessive  issue. 

54.  The  great  majority  of  the  witnesses  were  in  favour  of  a 
publication  of  the  accounts  of  the  Bank,  as  tending  to  inspire 
greater  public  confidence  than  the  mystery  in  which  they  were 
then  enveloped,  and  also  acting  as  a  check  upon  the  directors 
themselves.  Almost  all  the  witnesses  were  against  the  establish- 
ment of  joint  stock  banks  in  London,  as  they  would  tend  to 
injure  the  private  bankers.  Considering  the  ideas  of  the  age, 
when  class  interests  were  supreme,  we  need  not  be  surprised  at 
this  unanimity  of  feeling;  nor  that  it  rather  escaped  the  atten- 
tion of  the  witnesses  that  it  was  not  the  interests  of  the  private 
bankers,  however  respectable  they  were,  that  was  the  paramount 
consideration,  but  what  was  best  for  the  public  good.  And  still 
more  decidedly  were  the  witnesses  opposed,  with  scarcely  an 
exception,  to  the  establishment  of  any  new  joint  stock  banks  of 
issue  in  London.  There  was  a  very  prevalent  feeling  that  Bank 
of  England  notes  should  be  made  legal  tender,  as  a  means  of 
allaying  a  drain  on  the  country  bankers  for  gold  during  a  panic. 

55.  It  was  at  this  time  that  we  may  date  the  first  prominent 
appearance  of  the  great  modern  heresy,  that  bills  of  exchange 
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and  cheques  form  no  part  of  the  circulating  medium  or  currency. 
As  this  unhappy  doctrine,  however,  was  much  more  emphatically 
pronounced  a  i'vw  years  later,  we  may  defer  considering  it  to 
that  period.  The  committee  pronounced  no  opinion  of  their  own 
on  the  various  points  brought  out  in  the  evidence. 

56.  The  harvest  of  1832  was  unusually  abundant,  which 
caused  a  great  depression  of  the  price  of  all  sorts  of  agricultural 
produce  towards  the  end  of  1832,  followed,  of  course,  by  "agri- 
cultural distress."  This  was  brought  before  the  notice  of  Parlia- 
ment in  the  speech  from  the  throne  at  the  opening  of  the  Session 
of  1833,  and  a  committee  was  appointed  to 'inquire  into  it. 
This  distress  afforded  the  irreeoncileable  enemies  of  the  Act  of 
1819  another  opportunity  of  attacking  it.  Mr.  Attwood  moved 
for  a  committee  to  inquire  how  far  the  present  distress  was  con- 
nected with  the  monetary  system.  Lord  Althorp  immediately 
met  the  motion  by  an  amendment,  that  any  change  in  the 
monetary  system  which  would  have  the  effect  of  lowering  the 
standard*  of  value  was  inexpedient,  winch,  after  a  debate  of  three 
nights,  was  carried  by  a  majority  of  304  to  49. 

57.  Ou  the  31st  May,  1833,  Lord  Althorp  moved  a  series  of 
resolutions  for  the  renewal  of  the  Bank  Charter,  one  of  which 
was,  that  so  long  as  the  Bank  was  bound  to  pay  its  notes  in 
gold,  Bank  notes  should  be  declared  legal  tender,  except  by  the 
Hank  itself.  Several m members  wished  for  further  delay  to 
consider  of  the  resolutions,  as  the  Session  was  nearly  at  an  end; 
but  Sir  Robert  Bed  was  decidedly  of  opinion  that  the  House 
would  lie  abandoning  its  duty  if  it  consented  to  postpone  the 
question.  He  was  of  opinion  that  it  was  desirable  to  continue 
the  privileges  of  the  Hank,  and  that  there  should  be  but  one  bank 
of  issue  in  the  metropolis,  in  order  that  it  might  exercise  an  un- 
divided control  over  the  issue  of  paper,  and  give  facilities  to 
commerce  in  times  of  difficulty  and  alarm,  which  it  could  not 
give  with  the  same  effect  if  it  were  subject  to  the  rivalry  of 
another  establishment.  He  resisted,  at  great  length,  the  proposi- 
tion for  making  Hank  notes  legal  tender,  as  a  departure  from  the 
principle  of  the  Act  of  L819,  and  the  true  principles  that  should 
govern  a  paper  currency.  Ii  was  decided,  by  a  majority  of  316 
to  83,  to  proceed  with  the  consideration  of  the  resolutions.  The 
plan  of  making  Bank  notes  legal  tender  gave  rise  to  much 
difference  of  opinidn,  but  was  carried  by  214  to  156. 

58.  We  have  already  seen  that  the  public  had  attempted,  at 
various  times,  to  form  rival   banking  companies  to   the   Bank   of 

England,  and  in  1709  and  1712,  the  Bank  Acts  had  been  framed 
to  stop  up  various  loop-holes  which  hail  been  successively  dis- 
covered.    In  1742,  the  phraseology  used  had  been  supposed  to 
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be  quite  effectual  for  that  purpose.  At  that  time,  the  custom  of 
giving  notes  payable  to  bearer  on  demand  to  their  customers  in 
return  for  deposits,  was  considered  so  essentially  the  fundamental 
idea  of  banking,  that  to  prohibit  the  giving-  of  these  notes  was 
deemed  an  effectual  bar  upon  carrying  on  the  business  of  bank- 
ing. But  in  process  of  time— about  1772 — the  London  bankers 
discontinued  issuing  notes  payable  to  bearer  on  demand,  and 
adopted  the  modern  system  of  cheques.  The  Act  of  1742  was 
considered  to  be  so  effectual  a  bar  upon  establishing  banking 
companies  in  general,  that  for  a  long  time  it  escaped  public 
observation,  that  the  change  in  the  method  of  doing  business 
enabled  banking  companies  to  elude  the  wording  of  the  Act  of 
1 742.  In  1 796,  when,  in  consequence  of  the  restrictive  measures 
of  the  Bank  of  England,  much  distress  was  felt  in  London  from 
the  want  of  a  circulating  medium,  an  association  of  merchants 
and  bankers  was  formed,  for  the  purpose  of  providing  a  circu- 
lating medium  which  should  not  infringe  the  privileges  of 
the  Bank;  the  question  was  considered  by  them,  in  what 
the  Bank's  privilege  of  exclusive  "banking"  did  consist,  and 
they  determined,  "The  privilege  of  exclusive  banking  en- 
joyed by  the  Governor  and  Company  of  the  Bank  of  Eng- 
land, as  defined  by  the  Acts  of  Parliament  under  which  they 
enjoy  it,  seems  to  consist  in  the  power  of  borrowing,  owing,  or 
taking  up  money  on  their  bills  or  notes  payable  on  demand. 
About  the  year  1822,  some  writers  detected  this  flaw  in  the 
monopoly  of  the  Bank,  and  maintained  that  a  joint  stock  bank 
of  deposit  was  no  infringement  of  the  Charter,  and  that  such 
banks  might  be  formed,  and  cany  on  a  very  successful  business 
without  issuing  notes  at  all,  but  by  merely  following  the  practice 
of  the  London  bankers  by  adopting  cheques.  Though  this  idea 
was  much  discussed  in  pamphlets  at  that  period,  no  practical 
result  ensued. 

59.  It  is  somewhat  remarkable  that  the  discovery  should  have 
been  allowed  to  lie  unfruitful  for  so  long  a  period.  When  the 
Government  first  entered  into  negociation  with  the  Bank  in  1833, 
concerning  the  terms  of  the  renewal  of  the  Charter,  they  were 
persuaded,  as  well  as  the  whole  mercantile  community,  that  the 
monopoly  forbade  banks  of  any  description  whatever,  with  more 
than  six  partners,  being  formed.  In  the  course  of  the  negocia- 
tion, however,  this  was  brought  under  the  notice  of  the  Govern- 
ment, who  took  the  opinion  of  their  law  officers  on  so  important 
a  point.  The  opinion  of  the  Crown  lawyers  Avas  that  the  clause 
did  not  prohibit  joint  stock  banks  of  deposit  being  formed. 
The  directors  and  proprietors  of  the  Bank  were  much  dis- 
turbed at  finding  this  flaw  in  their  monopoly,  and  requested 
the  Government  to  have  it  rectified;  but  Lord  Althorp  said  that 
the  bargain  was  that  their  privileges  should  not  be  diminished. 
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but  he  would  not  agree  to  any  extension  of  them.  In  order  to 
remove  all  doubts  upon  the  subject, the  Solicitor-General  brought 
up  a  clause,  by  way  of  rider,  declaring  the  right  to  form  such 
banks.  He  said  that  the  basis  of  the  contract  with  the  Bank 
wbs,  that  they  were  to  enjoy  whatever  monopoly  they  already 
possessed,  but  nothing  beyond  it.  lie  had  examined  the  case 
with  the  utmost  care,  and  there  was  no  pretence  for  saying  that 
such  banks  were  an  encroachment  upon  the  monopoly  of  the 
Bank.  The  Bank,  as  originally  founded,  was  a  bank  of  issue, 
and  the  monopoly  first  granted  in  l(i(.)7  must  be  held  to  refer 
only  to  banks  ejusdem  generis.  Such  had  been  the  uniform 
language  of  all  the  subsequent  Acts.  The  clause  upon  which 
their  monopoly  rested  was  strictly  confined  to  the  issue  of  paper 
money.  Banks  of  deposit  were  lawful  at  common  law,  and  it 
rested  with  those  who  said  it  was  forbidden  to  point  out  the 
Act  which  prohibited  them. 

60.  The  chief  provisions  of  the  Act  were  as  follows  (Statute 
1833,  c.  98):— 

1.  The  Bank  was  continued  as  a  Corporation,  with  such 
exclusive  privilege  of  banking  as  was  given  by  the  Act,  for 
a  certain  time,  and  on  certain  conditions,  during  which  time  no 
society  or  company  exceeding  six  persons  should  make  or  issue 
in  London,  or  within  sixty-five  miles  thereof,  any  bill  of  exchange 
or  promissory  note,  or  engagement  for  the  payment  of  money  on 
demand,  or  upon  which  any  person  holding  the  same  may  obtain 
payment  on  demand.  But  country  bankers  mighl  have  an  agency 
in  London,  for  the  sole  purpose  of  paying  such  of  their  notes  as 
might  be  presented  there. 

2.  For  the  purpose  of  removing  any  doubts  that  mighl  exist 
as  to  what  the  exclusive  privilege  of  banking  which  the  Bank  of 
England  enjoyed  consisted  in,  it  was  enacted  that  any  body, 
politic  or  corporate,  or  society  or  company,  or  partnership,  of 
whatever  Dumber  they  consisted,  might  carry  on  the  business  of 
banking  in  London,  or  within  sixty-live  miles  thereof,  provided 
that  they  did  not  borrow,  owe,  or  take  up  in  England  any  sum 
or  sums  of  money  on  their  bills  or  notes  payable  on  demand,  or 
at  any  less  time  than  six  months  from  the  borrowing  thereof, 
during  the  continuance  of  t  lie  privileges  of  the  Bank  of  England. 

::.  All  tin'  notes  of  the  Bank  of  England,  payable  on  demand, 
which  should  be  issued  out  of  London,  should  he  payable  at  the 
place  where  they  were  issued. 

4.  Upon  one  year's  notice,  to  he  given  within  six  months  after 
the  expiration  of  ten  years  from  the  1st  day  of  August,  1834, 
and  repayment  of  all  debts  due  by  Parliament  to  the  Dank,  its 
privileges  were  to  cease  and  determine  at  the  end  of  the  year's 
notice. 

5.  So  long  as  the  Hank  paid  its  note-  on  demand  in  legal  coin, 
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they  were  declared  to  be  legal  tender  ot  payment,  except  by  the 
Bank  itself,  or  any  of  its  branches.  No  notes  not  made  specially 
payable  at  any  of  the  branches  were  liable  to  be  paid  there; 
but  the  notes  issued  at  all  the  branches  were  to  be  payable  in 

London. 

6.  Regulations  about  publishing  its  accounts,  and  exemptions 

of  bills  and  notes  not  having  more  than  three  months  to  run, 
from  the  usury  laws — these  being  altered  now,  need  not  be 
detailed. 

7.  The  public  were  to  pay  off  one-fourth  part  of  the  debt  due 
to  the  Bank,  and  the  proprietors  might  reduce  the  capital  stock 
of  the  Bank  by  that  sum  if  they  chose. 

8.  In  consideration  of  these  privileges,  the  Bank  was  to  give 
up  £120,000  a  year,  from  the  sum  they  received  for  managing 
the  public  debt. 

Gl.  For  several  years  after  the  renewal  of  the  Bank  Charter 
the  harvests  were  unusually  abundant,  which  caused  all  sorts  of 
agricultural  produce  to  be  ruinously  depressed.  Wheat  fell 
continuously  through  1834  and  1835,  till,  in  the  last  week  in 
December,  1835,  its  price  was  3Gs.  the  imperial  quarter.  As  all 
agricultural  contracts  were  framed  on  the  expectation  that  wheat 
would  not  be  much  less  than  70s.  the  quarter,  this  long-continued 
depression  produced  the  most  severe  distress.  At  the  same  time, 
however,  all  the  manufacturing  interests  were  in  a  state  of  un- 
exampled prosperity  from  the  abundance  and  cheapness  of  food. 
The  lon<i'-continued  low  price  of  corn  caused  less  to  be  sown  in 
1835,  and  the  spring  of  1836  was  unfavourable.  These  causes 
combined  to  raise  the  price  of  wheat  in  1836,  and  the  harvesl 
time  being  wet  and  cold,  caused  the  price  to  rise  to  61s.  9d.  in 
the  autumn. 

62.  The  state  of  extraordinary  prosperity  enjoyed  by  the 
commercial  interests  during  1833-4-5,  gave  rise  to  an  immense 
amount  of  speculation  and  dabbling  iu  foreign  loans,  as  if  people 
seemed  incapable  of  learning  wisdom  from  the  experience  of 
1825.  The  unexpected  success  of  the  first  railway  gave  rise  to 
a  considerable  amount  of  speculation  in  the  formation  of  rail- 
ways. An  immense  extension  of  the  joint  stock  banking  system, 
economised  capital  to  a  great  degree,  and  afforded  the  means  of 
the  most  fatal  extension  of  credit.  On  the  14th  August,  1834, 
Lord  Wharncliffe  called  the  attention  of  the  Ministry  to  the 
prodigious  extension  of  joint  stock  banks  and  their  branches, 
and  the  insufficient  capital  they  were  trading  with.  The  im- 
portant subject  of  joint  stock  banking  was  brought  before  the 
House  of  Commons  in  1836,  and  a  Committee  was  appointed  to 
inquire  into  it.  The  Committee  sat  during  the  Session  and  made 
two  reports,  which   will  be  noticed  in  a   subsequent   chapter. 
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This  fever  of  speculation  reached  its  acme  in  the  spring  of  1836. 
Mr.  Poulett  Thompson,  President  of  the  Board  of  Trade,  said  in 
the  House  of  Commons  on  the  6th  of  May,  1836 : — 

"  It  is  impossible  not  to  be  struck  with  the  spirit  of  specula- 
tion which  now  exists  in  the  country,  but  I  believe  that  there  is 
a  great  difference  in  the  state  of  things  and  what  took  place  in 
1825.  The  spirit  of  speculation  was  then  turned  to  foreign 
adventure  of  the  most  extraordinary  description ;  but  now 
speculation  is  directed  to  home  objects,  which,  if  pushed  too  far, 
may  be  very  mischievous,  though  the  consequences  may  not  be 
quite  so  mischievous  as  in  1825.  But  really,  on  turning  to  any 
newspaper,  or  any  price  current,  and  observing  the  advertise- 
ments of  joint  stock  companies  upon  every  possible  stibject, 
however  unfit  to  be  carried  on  in  the  present  state  of  society, 
every  man  must  be  struck  with  astonishment  at  the  fever  which 
rages  at  this  moment  for  these  speculations.  I  felt  it  my  duty 
some  time  ago  to  direct  a  register  to  be  kept,  taking  the  names 
merely  from  the  London  and  a  few  country  newspapers,  of  the 
different  joint  stock  companies,  and  of  the  nominal  amount  of 
capital  proposed  to  be  embarked  in  them.  The  nominal  capital 
to  be  raised  by  subscription  amounts  to  nearly  £200,000,000  and 
the  number  of  companies  to  between  300  and  400.  *  *  *  * 
The  greater  part  of  these  companies  are  got  up  by  speculators, 
for  the  purpose  of  selling  their  shares.  They  bring  up  their 
shares  to  a  premium,  and  then  sell  them,  leaving  the  unfortunate 
purchasers,  who  are  foolish  enough  to  vest  their  money  in  them, 
to  shift  for  themselves.  I  have  seen  also,  with  great  regret,  the 
extent  to  which  joint  stock  banks  have  sprung  up  in  different 
parts  of  the  country.  I  believe,  indeed,  that  great  good  has 
arisen  from  joint  stock  banks,  but  the  observations  I  have  made 
with  regard  to  other  companies,  are  equally  applicable  to  many 
of  the  joint  stock  banks  that  are  springing  up  in  different  parts 
of  the  country,  and  the  existence  of  which  can  only  be  attended 
Avith  mischief." 

63.  We  have  seen,  that  since  the  Bank  of  England  had 
adopted  the  principles  of  the  Bullion  Report  in  1827,  the  method 
they  adopted  of  carrying  them  into  effect,  was  to  keep  their 
"  securities"  as  nearly  as  possible  even,  and  to  keep  their  bullion 
and  cash  equal  to  one-half  the  "securities;"  the  bullion,  cash, 
and  securities  being  together  equal  to  their  "liabilities." 
Having  got  the  Bank  into  this  position  while  the  exchanges 
were  at  par,  to  throw  any  action  either  of  increase  or  de- 
crease of  their  issues  of  notes  entirely  upon  the  public, 
either  by  means  of  the  foreign  exchanges,  or  by  an  internal 
extra  demand  for  gold.  The' Bank  was  got  into  this  normal 
condition  in  October,  1833,  when  its  "liabilities,"  ?'.  e.,  the 
issues    and   the   deposits,    were  £32,000,000,    the   "securities" 
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were  £24,200,000  and  the  bullion  £10,900,000.  Some  trans- 
actions with  the  East  India  Company  and  speculation  in  South 
American  stocks  occurred  to  derange  these  proportions  in  1834, 
and  caused  an  export  of  specie;  but  in  1835,  the  foreign  ex- 
changes became  favourable  and  the  drain  was  arrested.  But  in 
the  meantime  the  Bank  had  totally  lost  all  power  of  preserving 
the  proportion  between  the  bullion,  securities,  and  liabilities  it 
had  professed  to  adhere  to.  The  following  table,  taken  at 
intervals,  will  exhibit  this  very  clearly : — 

Liabilities. 

1   Oct       1833     £30  937  000         -I    Securities,  £22,640,000 
1    Utt.,      1833,    AdO,Jd/,OUU...  -j     Bullionj        £10,527,000 

11  Mar      1834     £31372  000        \    Securities,  £24,777,000 
ll   Mar.,    ibd4,   *dl,d/j,uuu...  -j    Bullionj         £8,901,000 

,,   T  ,        1QQ.      „Q*  kka  r\nn        i    Securities,  £31,735,000 
15  July,     1834,   £37,55.4,000...  j    g^^         £8;2g8;ooO 

9  Sept.,   1834,    £31,058,000...  j    ™S>  %^™ 

13  Jan.,     1825,    £33,071,000...  {    ""'  I^OOO 

5  May,     1835,    £29,417,000...  j    Sn^  l^oSo 

This  was  the  lowest  point  which  the  amount  of  bullion 
reached,  and  the  drain  was  arrested.  The  above  table  shews 
how  totally  deranged  the  proportions  were  to  what  the  directors 
considered  to  be  a  proper  position  for  the  Bank.  From  that 
time  bullion  continued  to  flow  in,  till,  in  March,  1836,  it  slightly 
exceeded  eight  millions;  but,  even  then,  the  securities  were 
three  times  the  bullion,  instead  of  twice,  as  they  ought  to  have 
been. 

64.  The  amount  of  bullion  in  the  Bank  was  at  its  height 
in  March,  1836,  and  then  began  steadily  to  decline  again;  in 
the  middle  of  July,  it  had  fallen  below  six  millions,  when 
the  Bank  thought  it  was  necessary  to  endeavour  to  stop  it, 
and  it  raised  the  rate  of  discount  to  4£  per  cent.  This  had  no 
effect,  however,  in  stopping  the  demand  for  discount.  In 
September  the  bullion  barely  exceeded  five  millions,  and  the 
Bank  raised  the  rate  of  discount  to  5  per  cent.  Now  the  bubbles 
blown  in  the  preceding  year  and  spring  of  1836  were  fast 
bursting  on  all  hands. 

65.  The  drain  on  the  coffers  of  the  Bank  proceeded  at  a  rapid 
rate,  both  from  external  and  internal  causes.  President  Jackson 
had  determined  that  the  Charter  of  the  National  Bank  of  the 
United  States,  which  expired  in  1836,  should  not  be  renewed, 
and  that  the  currency  of  that  country  should  be  placed  on  a 


PRESSURE   IN    1836.  115 

sounder  footing  than  it  had  hitherto  been,  by  forming  a  sound 
metallic  basis.  Operations  to  effect  this  purpose  soon  com- 
menced. Immense  quantities  of  American  securities  of  all  sorts 
were  imported  into  England,  and  negotiated  for  the  purpose  of 
remitting  the  specie  to  America.  The  improperly  low  rate  of 
discount  in  this  country,  favoured  by  the  inordinate  multiplica- 
tion of  Banks,  enabled  a  great  quantity  of  these  securities  of 
various  descriptions  to  be  realized  in  England,  and  the  cash  was 
remitted  to  America. 

66.  The  joint  stock  banks  had  been  blowing  the  bubble  of 
credit  to  the  utmost  tenuity,  by  re-discounting  most  of  the  bills 
which  they  discounted.  This  practice  largely  increases  the  pro- 
portion of  paper  currency  compared  to  the  metallic  basis,  and,  of 
course,  adds  to  any  peril  in  times  of  discredit.  The  Bank  ot 
England  at  length,  but  too  tardily,  as  has  almost  invariably  been 
the  case,  awoke  to  the  impending  danger,  and  determined  to 
strike  a  blow  at  the  distended  state  of  credit.  It  not  only  raised 
the  rate  of  discount  to  5  per  cent,  in  August,  but  absolutely 
refused  to  discount  any  bills  indorsed  by  any  joint  stock  bank  of 
issue.  This  was  a  great  blow  at  the  great  amount  of  American 
securities  afloat  in  the  country,  as  most  of  those  bills  had  been 
purchased  by  the  joint  stock  banks,  and  re-issued  with  their 
indorsements  upon  them. 

67.  In  the  Autumn  of  1836,  the  symptoms  of  the  coming 
storm  were  very  apparent,  especially  in  Ireland.  One  very 
large  joint  stock  bank,  the  Agricultural  and  Commercial,  was 
known  to  be  in  difficulties  early  in  the  autumn,  and  it  made 
several  applications  to  the  other  joint  stock  banks  in  Ireland, 
and  England,  and  Scotland,  for  assistance,  which  they  all  refused. 
It  also  made  a  call  upon  its  shareholders,  which  was  not 
responded  to.  The  other  Irish  banks,  foreseeing  a  stoppage  of 
the  Agricultural  and  Commercial,  had  been^laying  in  a  stock  of 
gold,  to  meet  the  run  which  would  necessarily  follow  the  failure 
of  a  bank  with  so  many  ramifications.  The  sum  in  gold  which 
the  Irish  banks  laid  in,  to  provide  for  the  run,  was  estimated  to 
be  not  less  than  £2,000,000,  all  of  which  came  from  the  bank  of 
England.  Much  of  this  was  required  on  account  of  the  ex- 
traordinary differences  of  opinion  that  were  given  by  the  most 
eminent  Irish  counsel,  as  to  whether  the  Bank  of  England  notes 
were  legal  tendei^in  Ireland.  Three  very  eminent  lawyers  held 
that  they  were  legal  tender,  and  three  equally  eminent  held  that 
they  were  not.  The  Bank  of  Ireland  itself  thought  they  were  not, 
and  was  still  less  inclined  to  make  the  experiment  when  there 
was  such  a  difference  of  opinion  among  the  lawyers.  The  other 
banks  followed  the  example  of  the  Bank  of  Ireland,  and 
provided  gold. 

l  2 
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68.  The  catastrophe  that  had  been  foreseen  took  place  on  the 
1 1th  of  November,  when  the  Agricultural  and  Commercial  Bank 
stopped  payment,  which  Avas  immediately  followed  by  a  general 
run  upon  all  the  banks  in  Ireland;  but  it  was  w ell  met,  from  the 
care  which  had  been  previously  taken  to  provide  specie.  So 
great  was  the  state  of  discredit,  that  even  Bank  of  England 
notes  were  at  a  heavy  discount  in  Dublin.  The  Bank  of  Ireland 
would  only  take  them  in  very  small  quantities  from  their 
customers,  at  a  discount  of  2s.  Gd.  each.  During  all  this  time, 
the  diminution  of  bullion  in  the  Bank  of  England  was  going  on 
rapidly.  At  the  beginning  of  October,  it  had  £5,035,000  in 
bullion,  to  meet  £29,809,000  of  liabilities;  at  the  end  of 
November  its  liabilities  were  £30,941,000,  and  its  bullion 
£3,640,000.  During  December  its  bullion  slightly  increased, 
and  in  January  diminished  again.  In  November  the  Northern 
and  Central  Bank,  with  its  head  office  in  Manchester,  and  thirty- 
nine  branches  in  the  manufacturing  districts,  became  seriously 
embarrassed,  and  applied  to  the  Bank  of  England  for  assistance, 
which  the  Bank  at  first  refused ;  but,  upon  consulting  the 
leading  bankers  in  London,  their  opinion  was  that  the  stoppage 
of  so  extensive  a  concern  in  the  manufacturing  districts  would 
very  probably  bring  on  a  general  panic.  The  Bank,  therefore, 
determined  to  advance  the  sum  of  £500,000,  to  enable  it  to 
meet  its  engagements,  which,  upon  subsequently  discovering 
that  these  were  much  more  extensive  than  had  at  first  been 
represented,  was  further  increased  to  the  sum  of  £1,370,000. 
Early  in  January,  a  London  banking  house  applied  for  assistance 
to  the  Bank,  and,  on  the  other  London  bankers  giving  their 
guarantee  to  the  Bank  of  England,  it  made  advances  sufficient 
to  enable  that  house  to  meet  its  engagements.  The  difficulties 
attending  the  American  houses,  both  in  London  and  Liverpool, 
became  now  so  pressing,  that  they  also  were  obliged  to  apply  to 
the  Bank.  Persons  were  appointed  to  look  into  their  affairs, 
who  represented  that,  if  assistance  were  given  them  to  meet  their 
outstanding  engagements,  they  would  ultimately  prove  solvent. 
As  an  additional  reason  for  granting  this  assistance,  it  was  stated 
that  if  these  American  houses  were  permitted  to  stop  payment, 
their  concerns  were  so  vast,  and  so  extended  throughout  the 
north  of  England,  that  a  general  destruction  of  credit  would 
ensue.  After  full  consideration,  the  Bank  determined  to  attempt 
to  carry  these  houses  through  their  embarrassments,  and  for  this 
purpose,  it  advanced  the  enormous  sum  of  £6,000,000.  This  great 
operation  was,  however,  successful,  though  the  final  liquidation 
of  the  account  was  retarded  by  the  great  prostration  of  American 
credit  in  1839.  The  advances  made  to  the  banking  interests  in 
England  were  all  repaid,  principal  and  interest,  with  one  very 
trilling  exception.  The  Bank  thus  followed,  for  a  second  time, 
the  principles  laid  doAvn  by  the  Bullion  Report  and  there  can  be 
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no  doubt  averted  a  calamity  only  second  in  magnitude  to  the 
catastrophe  of  1825. 

69.  The  assistance  of  the  Bank  was  only  intended  to  be  of 
a  temporary  nature,  to  give  time  for  the  gradual  withdrawal  of 
the  great  mass  of  unsound  paper  from  circulation.  This  having 
been  effected  to  a  large  extent,  the  result  followed  which  always 
has  been  the  case,  and  always  must  be  the  case — a  great  influx 
of  gold,  to  fill  the  vacuum  caused  by  the  great  annihilation  of 
this  paper  currency.  During  the  whole  of  1837  bullion  rapidly 
flowed  into  the  Bank ;  and  in  December  it  reached  the  sum  of 
ten  millions  and  a  half.  The  position  of  the  Bank  on  the  13th  of 
March,  1838,  was  as  as  follows: — 


*»*l   K^s  nnn  )  securities &21,U4b,UUU 

*,dl,573,00U  |  Bullion £10,527,000 

Thus,  after  a  long  period  of  nearly  five  years,  the  Bank  was  at 
length  brought  back  again  into  what  the  directors  had  laid  down 
for  themselves  as  the  normal  position;  and  it  enabled  credit  to 
pass  through  a  crisis  which  would  have  been  tenfold  more  severe 
if  it  had  not  been  met  by  that  "judicious  increase  of  accommoda- 
tion" which  the  Bullion  Report  declared  was  the  proper  remedy 
for  a  temporary  failure  of  credit. 

70.  From  1832  to  1837  there  had  been  a  series  of  seasons  of 
remarkable  abundance.  For  several  years  a  series  followed  of 
extreme  scarcity.  The  crop  of  1838,  was  the  worst  that  had 
been  known  since  1816;  that  of  1839  was  scarcely,  if  at  all, 
better.  This  great  deficiency  rendered  it  necessary  to  import 
foreign  corn  to  the  value  of  £10,000,000,  a  considerable  portion 
of  this  required  to  be  remitted  in  specie.  But,  just  at  this  period, 
a  number  of  other  concurrent  causes  happened  to  create  a  great 
demand  for  gold  for  foreign  countries.  During  the  preceding 
years  America,  France,  and  Belgium,  had  carried  the  extension 
qf  paper  credit  to  most  extravagant  lengths.  In  America,  the  fatal 
system  of  issuing  Bank  notes  upon  "property"  and  "securities" 
had  been  carried  to  a  length  almost  worthy  of  Law.  In  France 
and  Belgium  joint  stock  banks  had  been  extensively  formed. 
This  greal  extension  of  paper  currency  had  the  very  same  effecl 
as  the  over-issue  of  paper  had  in  England;  it  drove  bullion  out 
of  Ihese  countries,  and  was  one  of  the  causes  which,  together 
with  the  fortunate  destruction  of  the  extravagant  paper  credit  in 
England  in  L 83 7,  caused  such  an  influx  of  gold  in  this  country 
up  to  March,  1838.  But  in  this  latter  year  these  bubbles  burst. 
In  the  autumn  of  1838  die  Bank  <>!'  Belgium  Tailed,  and  a  severe 
run  upon  the  bank  at  Paris  took  place.  This  revulsion  of  credit, 
and  extinction   of  paper  issues  in  those  countries,  caused  a  cur 
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rent  of  bullion  to  set  in  towards  them  which  came  from  the 
Bank  of  England. 

71.  In  the  beginning  of  1838,  when  the  bullion  in  the  Bank 
had  been  rapidly  increasing  for  several  months,  the  commercial 
world  thought  it  was  time  for  the  Bank  to  make  use  of  the  trea- 
sure in  its  vaults.  It  accordingly  reduced  the  rate  of  discount 
from  5  to  4  per  cent.,  and  was  induced  to  send  over  one  million 
of  sovereigns  to  America,  the  exchanges  being  favourable  to  that 
country  in  consequence  of  the  destruction  of  paper,  to  assist  the 
American  banks  to  resume  payments  in  cash. 

72.  The  bullion  in  the  Bank  kept  a  pretty  even  amount  till 
December,  1838.  On  the  18th  of  that  month  the  liabilities 
were  £28,120,000,  the  securities  £20,776,000,  and  the  bullion 
£9,794,000.  Fi*om  this  date  a  rapid  and  steady  dram  set  in, 
which  continued  with  unabated  severity  till  October,  1839. 
When  the  Bank  lowered  its  rate  of  discount  to  4  per  cent,  in 
February,  1838,  the  market  rate  had  fallen  still  lower,  and  in 
summer  was  about  3  per  cent.  From  that  time  forward  it 
began  to  rise,  and  at  the  end  of  the  autumn  was  level  with  the 
Bank.  While  everything  was  symptomatic  of  an  impending 
drain  of  bullion,  the  Bank  on  the  29th  of  November,  suddenly 
lowered  its  rate  to  3^  per  cent,  for  advances  upon  bills  of  ex- 
change, East  India  bonds,  Exchequer  bills,  and  other  approved 
securities.  The  market  rate  of  interest  was  now  decidedly 
higher  than  that  of  the  Bank,  and  the  consequence  was  an 
immediate  pressure  for  accommodation  on  the  Bank.  The 
securities  which,  in  December,  1838,  were  £19,536,000,  mounted 
up  in  January,  1839,  to  £27,594,000,  and  the  bullion  fell  from 
£9,522,000  to  £8,826,000.  The  following  table  will  exhibit 
clearly  the  progressive  diminution  of  bullion : — 

Liabilities.                  Securities.  Bullion. 

18  Dec.  1838  £28,120,000  £20,776,000  £9,794,000 

1  Jan.  1839  £28,856,000  £22,377,000  £9,048,000 

15  Jan.      „  £30,305,000  £24,529,000  £8,336,000 

12  Feb.     „  £26,939,000  £22,628,000  £7,047,000 

12  March,,  £26,088,009  £22,143,000  £6,5S0,000 

9  April   „  £29,039,000  £22,173,000  £5,213,000 

30  April   „  £26,475,000  £24,536,000  £4,455,000 

14  May     „  £25,711,000  £24,098,000  £4,117,000 

73.  Up  to  this  time  the  Bank  seemed  to  have  been  struck  with 
actual  paralysis.  Notwithstanding  the  continuous  rise  in  the 
market  rate  of  interest,  and  the  unmistakeable  drain  of  bullion 
that  had  set  in,  they,  on  the  28th  February,  issued  a  notice  con- 
tinuing the  same  rates  on  the  same  securities  as  in  the  previous 
November.     And  it  was  not  until  the  16th  May  that  they  sud- 
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denly  raised  it  to  6  per  cent.  The  above  figures  show  how  com- 
pletely the  directors  had  belied  their  own  principles  of  keeping 
their  bullion  at  one-third  of  the  liabilities.  The  market  rate 
had  advanced  considerably  more  rapidly,  so  that  the  Bank  was 
yet  below  it.  The  drain  still  continued.  On  the  28th  May  the 
bullion  stood  at  £3,910,000,  and  the  liabilities  upwards  of  twenty 
four  millions  and  a  half;  but  the  Directors  seemed  so  utterly 
blind  that,  on  the  30th  May,  the  time  of  shutting  the  books  for 
the  dividends,  they  still  offered  advances  at  5  per  cent,  till  the 
23rd  July  on  the  same  securities  as  have  been  last  mentioned. 
However,  on  "the  20th  June,  they  at  last  became  alarmed,  and 
issued  notices  that  the  rate  of  discount  would  be  5^  and  no 
securities  would  be  received  except  bills  of  exchange. 

74.  On  the  16th  July  the  liabilities  were  £28,860,000,  the 
securities  £28,846,000,  and  the  bullion  £2,987,000.  The  di- 
rectors at  last  awoke  to  the  fact  that  the  Bank  wTas  rapidly 
drifting  into  bankruptcy.  On  the  13th  July  they  gave  notice 
that  they  would  be  ready  to  receive  tenders  for  the  purchases  of 
some  terminable  annuities,  but  the  minimum  price  they  fixed 
was  so  high  that  no  sale  took  place. 

75.  Besides  raising  the  rate  of  discount  in  May,  the  Bank 
sold  public  securities  to  the  amount  of  £760,000,  and  it  authorized 
bills  upon  Paris  to  be  drawn  on  its  account  to  the  amount  of 
£600,000.  These  measures  had  the  effect  for  a  short  time  of 
arresting  the  drain.  But  when  these  bills  came  to  maturity 
the  Bank  was  in  no  better  position  to  meet  them,  and  it  then 
became  necessaiy  to  create  a  larger  credit  in  Paris  to  meet  the 
first.  The^position  of  the  Bank  was,  of  course,  well  known  to  all 
the  foreign  dealers  in  exchange,  and  in  June  it  was  generally 
expected  abroad  that  the  Bank  could  not  maintain  payments  in 
specie.  In  consequence  of  this,  all  long-dated  bills  upon  this 
country  were  sent  over  for  immediate  realization,  and  the  values 
withdrawn  as  speedily  as  possible.  To  counteract  this  drain, 
as  well  as  to  meet  the  payments  of  the  first  credit  which  had  been 
created  on  behalf  of  the  Bank,  it  was  obliged,  in  July,  to  organize 
a  measure  of  a  much  larger  nature.  Messrs.  Baring  entered 
into  an  agreement  with  twelve  of  the  leading  bankers  in  Paris, 
to  draw  bills  upon  them  to  the  amount  of  upwards  of  £2,000,000  ; 
and  as  each  of  them  had  only  a  fixed  credit  at  the  Bank  of 
France,  that  Bank  agreed  to  honor  their  acceptances  in  case 
they  should  be  presented  there  and  exceed  their  usual  limits. 
Au  operation  of  a  similar  nature  to  the  amount  of  £900,000  was 
organized  with  Hamburg.  As  soon  as  any  bill  was  drawn  on 
account  of  one  of  these  operations,  the  Bank  transferred  an  equal 
amount  of  the  annuities  it  had  offered  for  sale  in  July  to  two 
trustees,   one   for   the   drawers   and   the  other   for  the  acceptor. 
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Out  of  this  second  credit  the  bills  which  fell  clue  from  the 
creation  of  the  first  credit  were  paid.  This  measure  had  the 
effect  of  gradually  arresting  the  dram  of  bullion,  which  reached 
its  lowest  point  in  the  week  ending  the  2nd  September,  1839, 
when  it  was  reduced  to  £2,406,000.  From  that  time  it  began 
slowly  to  increase  ;  and  in  the  last  week  of  the  year  it  stood  at 
£4,532,000,  the  liabilities  being  £23,864,000,  and  the  securities 
£22,098,000.  The  operations  ensuing  from  this  foreign  credit 
extended  over  nine  months,  from  July,  1839,  to  April,  1840,  and 
the  highest  amount  operated  upon  was  in  November,  1839,  when 
it  was  £2,900,000. 

76.  The  figures  we  have  quoted,  shewing  the  proportions 
between  the  bullion  and  the  liabilities  of  the  Bank,  are  sufficient 
to  shew,  either  that  there  was  some  natural  impossibility  in  adher- 
ing to  the  rule  the  directors  had  laid  clown  for  their  guidance  in 
1832,  or  that  they  had  not  sufficient  firmness  to  contract  their 
securities  in  time  of  pressure  to  maintain  it.  The  flagrant 
disproportion  which  these  figures  had  assumed,  which  would 
scarcely  be  safe  in  an  ordinary  banking  house,  but  which  were 
to  the  last  degree  perilous  in  the  Bank  of  England,  which  was 
known  to  be  the  last  resource  of  every  bank  in  the  kingdom  in 
times  of  difficulty  turned  the  attention  of  writers  to  devise 
some  plan,  by  which  if  possible,  the  Bank  should  be  compelled 
to  maintain  the  proper  proportions  between  bullion  and  liabilities. 
Colonel  Torrens  appears  to  have  been  the  originator  of  the  idea, 
which  was  eventually  adopted,  of  dividing  the  Bank  into  two 
distinct  departments,  independent  of  each  other;  one  for  the  pur- 
pose of  issuing  a  regulated  amount  of  notes,  and  the  other  for 
carrying  on  the  business  of  banking.  This  plan  was  first  started 
in  1837,  and  was  much  canvassed  and  discussed  by  several 
eminent  writers  on  the  subject,  such  as  Mr.  Tooke,  Mr.  Norman, 
and  others ;  and  we  shall  see  was  afterwards  one  of  the  most 
prominent  features  in  Sir  Robert  Peel's  Act  of  1844,  and  we 
shall  reserve  to  its  proper  place  the  account  of  the  plan  which 
was  ultimately  adopted.  The  great  commercial  and  monetary 
crisis  the  country  had  passed  through,  within  the  few  preceding 
years,  attracted  much  public  attention,  and  several  petitions 
were  presented  to  Parliament ;  and  in  March,  1840,  the  Govern- 
ment determined  to  institute  an  inquiry  into  the  whole  system 
of  paper  issues.  On  the  10th  of  that  month  the  Chancellor  of 
the  Exchequer  moved  for  a  Committee  for  that  purpose.  He 
reminded  the  House  that  the  Bank  Charter  would  terminate  in 
1844,  and  he  thought  it  expedient  that  they  should  not  postpone 
inquiry  into  the  subject  till  the  last  moment.  That  whatever 
might  be  the  difference  of  opinion  among  the  most  intelligent 
men,  as  to  what  part  of  the  difficulties  they  had  gone  through 
were  to  be  attributed  to  the  Bank  of  England,  or  other  banks, 
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still  they  were  very  strongly  of  opinion  that  the  present  system 
required  revision  and  alteration.  Leaving  out  of  consideration 
former  transactions,  the  difficulties  and  embarrassments  which 
the  country  had  gone  through,  within  the  last  few  years,  had  led 
the  most  important  bodies,  and  the  largest  of  the  manufacturing 
towns,  to  make  complaints — in  calm  and  temperate  language — 
and  to  express  an  anxiety  that  the  House  should  institute  an 
investigation  into  their  complaints,  and  endeavour  to  provide 
adequate  remedies.  The  chief  points  of  interest  connected  with 
the  report  and  evidence  are — 

1.  That  the  principle  propounded  in  1832  for  the  manage- 
ment of  the  Bank,  for  the  purpose  of  conforming  with  the 
principles  of  the  Bullion  Report,  was  totally  condemned. 

2.  The  great  modern  heresy,  that  bills  of  exchange  form  no 
part  of  the  circulating  medium,  or  currency,  which  was  first 
asserted  before  a  Parliamentary  Committee  in  1832,  was  now 
maintained  by  the  great  majority  of  the  commercial  and  banking 
witnesses. 

3.  This  seem  to  have  been  the  first  adoption  by  mercantile 
men  of  the  theory,  which  is  the  reigning  banking  fallacy  of  the 
present  day,  which  is  now  known  by  the  name  of  the  "  currency 
principle."  The  principle  shortly  stated  is  this  : — That  when 
Bank  notes  are  permitted  to  be  issued,  the  number  in  circulation 
should  always  be  exactly  equal  to  the  coin  which  would  be  in 
circulation  if  they  did  not  exist.  The  advocates  of  this  principle 
maintain  that  it  is  the  only  true  mode  of  regulating  a  paper 
currency,  and  preserving  the  paper  of  equal  value  with  the  gold 
coin.  This  theory  soimds  remarkably  specious  and  plausible, 
and,  from  the  eminence  of  the  persons  who  have  been  converted 
to  it,  has  acquired  much  importance.  Nevertheless,  we  affirm 
that  there  never  was  a  greater  delusion  palmed  off"  upon  the 
credulity  of  mankind,  and  that  it  never  could  have  emanated  from 
or  be  believed  in  by  any  one  who  had  the  slightest  knowledge  of 
banking  accounts. 

77.  Nothing  can  be  more  wearisome  than  to  read  through 
the  enormous  mass  of  heterogeneous  questions  heaped  upon 
one  another,  without  aim  or  drift,  tending  to  no  result,  and 
capable  of  producing  none.  Nothing  can  be  more  humiliating 
than  t lie  contrast  between  the  Bullion  Committee  of  1810  and 
the  Committee  of  1840.  The  Bullion  Committee  were  masters 
of  the  science;  they  knew  how  to  govern  the  direction  of  the 
inquiry,  to  cross-examine  the  witnesses,  and  make  them  expose 
their  own  fallacies,  by  involving  them  in  contradictions  and 
inconsistencies.  And,  when  the  witnesses  bad  given  their 
Opinions,  the   Committee    were    able    to  judge   and  decide   upon 

the  value  of  the  testimony,  and  the  result   was  the   complete 

demolition    of    the    opinions   of    the    great    majority    of    the 
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witnesses.  But,  in  the  Committee  of  1840,  the  want  of  a 
presiding  mind  is  painfully  conspicuous.  They  were  totally 
destitute  of  any  knowledge  of  the  principles  of  the  science  of 
banking ;  and  after  having  protracted  the  inquiry  through  two 
Sessions,  they  were  obliged  to  come  to  the  humiliating  confes- 
sion of  their  own  incompetence  to  frame  a  report  on  the 
evidence  given,  and  to  suggest  to  Parliament  the  expediency  of 
appointing  a  commission  for  that  purpose! 

78.  From  1838  there  ensued  a  dismal  series  of  four  bad 
harvests  in  successsion,  which  were  attended  with  much  suffer- 
ing to  the  people ;  high  prices  of  corn,  and,  as  a  natural 
consequence,  large  importations  of  foreign  corn,  and  a  very  low 
amount  of  bullion  in  the  Bank.  In  fact,  the  alleged  rule  of  1832 
was  a  complete  dead  letter,  and  it  was  not  till  the  27  th  of 
August,  1842,  that  these  proportions  were  again  attained,  when 
the  liabilities  stood  at  £29,022,000,  and  the  bullion  at  £9,729,000. 
The  crops  of  1842-3-4  were  prodigiously  abundant — the  latter 
more  so  than  any  for  ten  years  preceding.  The  consequences 
of  this,  as  well  as  other  circumstances  which  happened  at  that 
time  to  economize  the  capital  of  the  country,  produced  a 
cycle  of  years  of  great  apparent  prosperity,  but  which  ended  in 
the  great  revulsion  of  1847.  This  latter  part  is  beyond  the 
limits  of  this  Chapter.  The  bullion  in  the  Bank  continued 
steadily  and  rapidly  to  accumulate  until,  in  December,  1843,  it 
reached  a  higher  limit  than  it  had  ever  done  before,  being 
£14,982,000,  and  continued  to  increase  after  that  until  the 
passing  of  the  Act  of  1844. 


CHAPTER  X. 


FROM  THE  BANK  ACT  OF  1844,  TO  THE  PRESENT 

TIME. 

Views  of  Sir  Robert  Peel  Regarding  the  Currency,  as 
Expressed  in  his  Speech  in  Bringing  Forward  the 
Bank  Act  of  1844 — Analysis  of  the  Act — Monetary 
Pressure  in  April,  1847 — Monetary  Panic  in  October, 
1847 — Drain  of  Bullion  in  October,  1855 — The  Great 
Crisis  in  November,  1857 — The  Great  Crisis  in  May, 
1866. 

1.  On  the  6th  May,  1844,  Sir  Robert  Peel  moved  a  resolution 
of  the  House,  that  it  was  expedient  to  continue  for  a  limited 
time  certain  of  the  privileges  then  enjoyed  by  the  Bank  of 
England,  subject  to  any  conditions  that  might  be  passed  by  any 
Act  for  that  purpose.  In  bringing  this  resolution  forward,  he 
gave  a  preliminary  sketch  of  the  evils  of  the  paper  currency  as 
it  then  stood,  and  the  methods  he  proposed  for  placing  it  on  a 
sounder  footing.  After  dwelling  on  the  importance  of  a  metallic 
standard,  and  exposing  the  absurdity  of  the  theories  which  were 
so  prevalent  during  the  Restriction  Act,  and  the  advantage  of 
having  a  single  standard  of  value,  he  addressed  himself  to  the 
more  immediate  subject  for  consideration — the  state  of  the 
paper  circulation  of  the  country,  and  the  principles  which  ought 
to  regulate  it : — "  I  must  state,  at  the  outset,  that,  in  using  the 
word  money,  I  mean  to  designate  by  that  word  the  coin  of  the 
realm,  and  promissory  notes  payable  to  bearer  on  demand.  In 
using  the  words  paper  currency,  I  mean  only  such  promissory 
notes.  I  do  not  include  in  these  terms  bills  of  exchange,  or 
drafts  on  bankers,  or  other  forms  of  paper  credit.  There  is  a 
natural  distinction,  in  my  opinion,  between  the  character  of  a 
promissory  note  payable  to  bearer  on  demand,  and  other  forms 
of  paper  credit,  and  between  the  effects  which  they  respectively 
produce  upon  the  price  of  commodities,  and  upon  the  exchanges. 
The  one  answers  all  the  purposes  of  money,  passes  from  hand  to 
hand  without  indorsement,  without  examination,  if  there  be  no 
suspicion  of  forgery;  and  it  is,  in  fact,  what  its  designations  im- 
ply it  to  be,  currency,  or  circulating  medium.  *  *  * 
I  think  experience  shews  that  the  paper  currency,  that  is,  the 
promissory  notes  payable  to  bearer  on  demand,  stands  in  a  cer- 
tain relation  to  the  gold  coin  and  the  foreign  exchange,  in  which 
other  forms  of  paper  credit  do  not  stand.  There  arc;  striking 
examples  of  this,  adduced   in   the  Report  of  the  Bullion  Com- 
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mittee  of  1810,  in  the  case  both  of  the  Bank  of  England  and  of 
the  Irish  and  Scotch  Banks.  In  the  case  of  the  Bank  of  England, 
shortly  after  its  establishment  there  was  a  material  depreciation 
of  paper  in  consequence  of  its  excessive  issue.  The  notes  of 
the  Bank  of  England  were  at  a  discount  of  17  per  cent.  After 
trying  various  expedients,  it  was  at  length  determined  to  reduce 
the  amount  of  Bank  notes  outstanding.  The  consequence  was, 
an  immediate  increase  in  the  value  of  those  which  remained  in 
circulation,  the  restoration  of  them  to  par,  and  a  corresponding 
improvement  in  the  foreign  exchanges.  In  the  case  of  Ireland, 
in  1804  the  exchange  with  England  was  extremely  unfavourable. 
A  Committee  was  appointed  to  consider  the  causes.  It  was 
denied  by  most  of  the  witnesses  from  Ireland  that  they  were  at 
all  connected  with  excessive  issues  of  Irish  notes.  *  *  * 
In  the  spring  of  1804  the  exchange  of  Ireland  with  England 
was  so  unfavourable,  that  it  required  £118  10s.  of  the  notes  of 
the  Bank  of  Ireland  to  purchase  £100  of  the  notes  of  the  Bank 
of  England.  Between  the  years  1804  and  1806  the  notes  of  the 
Bank  of  Ireland  were  reduced  from  £3,000,000  to  £2,410,000, 
and  the  effect  of  this,  taken  in  conjunction  with  an  increase  of 
the  English  circulation,  was  to  restore  the  relative  value  of  Irish 
paper,  and  the  exchange  with  England  to  par.  In  the  same 
manner  an  unfavourable  state  of  the  exchange  between  England 
and  Scotland  has  been  more  than  once  corrected  by  a  contraction 
of  the  paper  circulation  of  Scotland.  In  all  these  cases  the 
action  has  been  on  that  part  of  the  paper  credit  of  the  country 
which  has  consisted  of  promissory  notes  payable  to  bearer  on 
demand.  There  has  been  no  interference  with  other  forms  of 
paper  credit,  nor  was  it  contended  then,  as  it  is  now  contended  by 
some,  that  promissory  notes  are  identical  in  their  nature  with 
bills  of  exchange,  and  with  cheques  on  bankers,  and  Avith 
deposits,  and  that  they  cannot  be  dealt  with  on  any  separate 
principle." 

2.  There  is  no  need  now  of  saying  anything  more  regarding 
the  unhappy  heresy  with  which  Sir  Robert  Peel  was  then 
infected,  that  nothing  but  Bank  notes  are  paper  currency, 
because  we  have  nothing  new  to  say.  But  it  is  impossible  to 
imagine  anything  more  inaccurately  stated  as  historical  evidence 
to  support  his  ideas.  In  the  first  place,  he  committed  the 
immense  error  of  omitting  to  consider  that,  in  the  English  and 
Irish  cases,  these  things  happened  when  the  English  and  Irish 
Bank  notes  were  not  payable  to  bearer  on  demand,  when  they 
were,  in  fact,  inconvertible.  In  his  statement  regarding  the  Bank 
of  England  he  relied  upon  the  Bullion  Report.  Now,  we  have 
shewn,  by  the  most  incontrovertible  evidence,  in  Chapter  VII., 
that  this  passage  of  the  Bullion  Report  is  the  most  amazing  mass 
of  chronological  error  and  confusion  that  can  be  imagined.    It  was 
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not  the  profuse  issues  of  Bank  notes  that  depressed  the  ex- 
changes, but  the  badness  of the  coin ;  it  was  not  taking  Bank 
notes  out  of  circulation  that  brought  the  exchanges  to  pax,  but  the 
restoration  of  the  coinage,  and  the  exchanges  were  brought  to 
par  nine  months  before  the  Bank  note  was  brought  to  par. 
Hence,  in  this  case,  the  statement  that  the  excessive  issues  of 
Bank  notes  caused  the  exchanges  to  fall,  and  the  withdrawal  of 
them  restored  them  to  par,  has  not  a  shadow  of  a  foundation  in 
truth.  Hence,  there  is  no  truth  whatever  in  saying  that  the 
action  was  upon  the  Bank  notes — the  action  was  simply  and 
solely  on  the  silver  coinage.  The  Irish  case  is  equally  inapplica- 
ble, because  the  notes  were  then  inconvertible,  and  they  were 
the  medium  in  which  payment  of  bills  of  exchange  was  made; 
and  then,  unquestionably,  :in  excessive  quantity  of  them  de- 
pressed the  exchanges  prodigiously ;  but  how  does  such  a  case 
apply  to  notes  strictly  convertible?  The  Scotch  case  is  equally 
inapplicable — we  have  already  detailed  it  in  Chapter  VI.,  for 
the  notes  were  not  payable  to  bearer  on  demand,  but  six  months 
after  demand.  Consequently,  of  these  three  examples,  the  first 
is  wholly  inaccurate,  and  the  other  two  are  wholly  inapplicable 
to  the  case  he  had  in  hand. 

3.  He  then  proceeded  to  expatiate  on  the  evils  of  unlimited 
competition  of  issues: — 

"Are  the  lessons  of  experience  at  variance  with  the  conclusion 
we  are  entitled  to  draw  from  reason  and  from  evidence?  Wliut 
has  been  the  result  of  unlimited  competition  in  the  United  States  ? 
In  the  United  States  the  paper  circulation  was  supplied,  not  by 
private  bankers,  but  by  joint  stock  banks,  established  on 
principles  apparently  the  most  satisfactory.  There  Avas  every 
precaution  taken  against  insolvency,  unlimited  responsibility  of 
partners,  excellent  regulations  for  the  publication  and  audit  of 
accounts,  immediate  convertibility  of  paper  into  gold.  If  the 
principle  of  unlhnited  competition,  controlled  by  such  checks,  be 
safe,  why  as  it  utterly  failed  in  the  United  States  ?  How  can  it 
be  shewn  that  the  experiment  was  not  fairly  made  in  that 
country?  Observe  this  .fact,  while  there  existed  a  central  Bank 
(the  United  States  Bank )  standing  in  some  such  relation  to  the 
other  banks  of  the  United  States  as  the  Bank  of  England  stands 
to  the  banks  in  this  country,  there  was  some  degree  (imperfect, 
it  is  true)  of  control  over  tne  general  issues  of  paper.  But  when 
the  privileges  of  the  central  Bank  ceased,  when  the  principle  of 
free  competition  was  left  unchecked,  then  came,  notwithstanding 
professed  convertibility,  immoderate  issues  of  paper,  extravagant 
speculation,  and  the  natural  consequences,  suspension  of  cash  pay- 
ments, and  complete  insolvency.  Hence  I  conclude,  that  reason, 
evidence,  and  experience,  combine  to  demonstrate  the  impolicy 
and  danger  of  unlimited  competition  in  the  issue  of  paper. ' 
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4.  It  is  impossible  to  say  which  is  the  more  remarkable  in  this 
exti-act — the  evidence  Sir  Robert  Peel  omitted,  or  the  evidence 
he  adduced.  The  first  thing  that  strikes  us  is — What  was  the 
need  of  crossing  the  Atlantic  in  search  of  an  example  of  joint 
stock  banks,  with  unlimited  competition  of  issues?  Why  did 
he  not  cross  the  Tweed?  On  the  north  side  of  the  Tweed  there 
had  existed  joint  stock  banks,  Avith  unlimited  issues,  for  150 
years,  and  no  central  bank  to  control  the  others;  the  principle 
of  free  competition  was  left  unchecked,  and  the  natural  con- 
sequences, "  suspension  of  cash  payments,  and  complete  insol- 
vency," had  never  occured.  But  Sir  Robert  Peel  carefully 
avoided  saying  one  word  about  that  case,  and  the  reason  was, 
that  it  militated  against  the  theory  he  was  determined  to  carry 
at  all  hazards,  that  of  one  Central  Bank  of  Issue. 

5.  But  the  evidence  he  adduced  was  as  great  a  misrepresenta- 
tion of  historical  fact  as  what  we  have  quoted  in  Section  2.  The 
American  Banks,  indeed,  established  on  principles  the  most 
satisfactory!  why  John  Law  was  the  parent  of  American  bank- 
ing !  They  were  a  formal  adoption  of  the  wild  theories  of  Law. 
However,  we  cannot  fully  expose  the  fallacy  of  Sir  Robert 
Peel's  views  of  American  banking  until  the  next  chapter ;  but 
as  to  the  fact  of  the  Central  Bank  of  the  United  States  exercising 
any  due  controlling  influence  over  the  other  Banks,  we  will  only 
quote  a  passage  from  President  Van  Buren's  message  to 
Congress,  1839:  — 

"  I  am  aware  it  has  been  urged  that  the  control  (over  the 
operations  of  the  local  Banks)  may  be  best  attained  and  exerted 
by  means  of  a  National  Bank.  The  history  of  the  late  National 
Bank,  through  all  its  mutations,  shews  that  it  was  not  so.  On 
the  contrary,  it  may,  after  a  careful  consideration  of  the  subject, 
be,  I  think  safely  stated,  that  at  every  period  of  banking  excess 
it  took  the  lead;  that  in  1817  and  1818,  in  1823,  and  in  1833,  and 
in  1834,  its  vast  expansions,  followed  by  distressing  contractions, 
led  to  those  of  the  State  institutions.  It  swelled  and  maddened 
the  tides  of  the  banking  system,  but  seldom  allayed  or  safely 
directed  them.  At  a  few  periods  only  was  a  salutary  control 
exercised,  but  an  eager  desire,  on  the  contrary,  exhibited  for 
profit  in  the  first  place;  and  if  afterwards  its  measures  were 
severe  towards  other  institutions,  it  was  because  its  own  safety 
compelled  it  to  adopt  them.  It  did  not  differ  from  them  in 
principle  or  in  form ;  its  measures  emanated  from  the  same  spirit 
of  gain ;  it  felt  the  same  temptation  to  over-issues ;  it  suffered 
from,  and  was  totally  unable  to  avert,  those  inevitable  laws  of 
trade,  by  which  it  was  itself  affected  equally  with  them,  and  at 
least  on  one  occasion,  at  an  early  day,  it  was  saved  only  by  extra- 
ordinary exertions  from  the  same  fate  that  attended  the  weakest 
institution   it  professed  to  supervise.     In  1837  it  failed  equally 
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with  others  in  redeeming  its  notes,  though  the  two  years 
allowed  by  its  charter  had  not  expired,  a  large  amount  of  which 
remains  at  the  present  time  outstanding." 

Such  was  the  language  held  by  the  Government  regarding 
that  institution  to  whose  abolition  Sir  Robert  Peel  attributed 
the  destruction  of  American  credit !  and  if  we  were  to  descend 
from  the  evidence  of  the  Executive  to  that  of  the  most  eminent 
private  commercial  writers,  such  as  Mr.  Galatin,  Mr.  Lee,  Mr. 
Appleton,  and  others,  we  shall  find  that  the  most  reokless  mis- 
management was  the  chief  characteristic  of  that  Bank.  So 
much  for  the  value  of  it  as  an  argument  in  support  of  Sir 
Robert  Peel's  views. 

6.  Sir  Robert  Peel  then  said  that  some  contended — and  he  was 
not  prepared  to  deny  the  proposition — that  if  we  had  a  new 
state  of  society  to  deal  with,  the  wisest  plan  would  be  to  claim 
for  the  State  the  exclusive  privilege  of  the  issue  of  promissory 
notes,  as  we  have  claimed  for  it  the  exclusive  privilege  of  coining. 
They  considered  that  the  State  is  entitled  to  the  whole  profits  to 
be  derived  from  that  which  is  the  representative  of  coin,  and 
that  if  the  State  had  the  exclusive  power  of  issuing  paper,  there 
would  be  established  a  controlling  power  which  would  ensure,  as 
far  as  possible,  an  equilibrium  in  the  currency.  Is  it  necessary 
to  point  out  the  gross  and  ludicrous  fallacy  of  Sir  Robert  Peel 
in  this  sentence  ?  It  is  the  height  of  incorrectness  to  say  that 
the  State  has  the  exclusive  power  over  the  coinage,  or  at  least, 
that  she  has  reserved  it  to  herself.  Ever  since  the  reign  of 
Charles  II.,  every  private  person  has  the  right  to  have  bullion 
coined  at  the  Mint ;  formerly  both  gold  and  silver,  to  an  un- 
limited extent.  Since  1816  this  privilege  is  confined  to  gold 
coin.  At  this  moment  all  persons  are  entitled  to  have  as  much 
gold  bullion  as  they  please  coined  at  the  Mint ;  the  only  thing 
the  State  reserves  to  itself  is  the  privilege  of  coining  it  so  as  to 
insm-e  its  being  of  a  certain  weight  and  fineness.  But  in  what 
way  is  this  analogous  to  the  issue  of  promissory  notes  ?  The 
only  duty  of  the  State  is  to  take  measures  that  those  who  issue 
notes  shall  be  in  a  condition  to  fulfil  their  promise  of  payment 
on  demand.  He  then  stated  it  was  the  intention  of  the  Govern- 
ment to  increase  as  much  as  possible  the  power  of  a  single  bank 
of  issue,  and  that  bank  should  be  the  Bank  of  England.  The 
Bank  was,  therefore,  to  continue  its  privileges  of  issue,  but  it  was 
to  be  divided  into  two  departments,  the  one  for  the  purpose  of 
issuing  notes,  the  other  tor  the  ordinary  business  of  banking. 
But  the  Bank  was  i>>  be  deprived,  once  for  all,  of  the  power  of 
unlimited  issues.  These  were  to  take  place  in  future  on  two 
foundations  only :  1st,  a  fixed  amount  <>('  public  securities;  and 
2ndly,  bullion.  The  amount  of  issues  upon  public  securities 
was  permanently  fixed  at  £l  4,000,000  ;  every  other  note  was  to  be 
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issued  in  exchange  for  bullion  only,  so  that  the  amount  of  the 
notes  issued  on  bullion  should  be  governed  solely  by  the  action 
of  the  public.  Although  Sir  Robert  Peel  wished  that  there 
should  only  be  a  single  bank  of  issue,  yet  existing  interests 
were  to  be  regarded ;  and  those  banks  which  were  at  that  time 
lawfully  issuing  their  own  notes  might  remain  banks  of  issue ; 
but  their  amount  was  to  be  strictly  limited  to  a  certain  definite 
average.  There  were  other  details  concerning  joint  stock  banks 
which  we  shall  reserve. 

7.  On  the  20th  of  May,  Sir  Robert  Peel  introduced  his  further 
resolutions,  and  proposed  that,  in  the  event  of  any  country  banks 
of  issue  failing,  or  withdrawing  their  notes  voluntarily  from 
circulation,  the  Bank  might,  with  the  consent  of  the  Crown, 
increase  its  issues  to  a  definite  proportion  of  the  notes  thus 
withdrawn.  And  further,  that  the  Bank  should  be  obliged  to 
buy  all  gold  bullion  presented  for  purchase  at  £3  1 7s.  9d.  per 
ounce  (the  Bank  had  been  giving  only  £3  17s.  6d.),and  a  certain 
proportion  was  allowed  to  be  on  silver  bullion,  as  the  export  of 
that  was  a  proper  remedy  for  the  inconvenience  of  our  standard 
differing  from  that  of  other  nations.  It  was,  therefore,  of  great 
importance  to  ensure  such  a  stock  of  silver  in  this  country,  as 
might  meet  the  wants  of  merchants,  and  prevent  them  having  to 
send  to  the  Continent  for  it.  He  proposed  that  the  silver  bullion 
upon  which  the  Bank  might  issue  notes  should  not  exceed  one- 
fourth  of  the  gold  bullion. 

8.  It  was  impossible  for  Sir  Robert  Peel  not  to  see  the  incon- 
sistency of  his  measure  of  1844,  with  his  expressed  sentiments 
in  1819  and  1833,  that  it  was  inexi^edient  to  limit  the  issues  of 
the  Bank  to  any  fixed  amount,  because  there  were  times  of  com- 
mercial difficulty,  when  an  increased  issue  of  notes  might  be  the 
proper  remedy.  There  is  no  doctrine  more  strenuously  insisted 
on  by  the  Bullion  Report,  by  the  statesmen  of  1819,  as  well  as  by 
the  Government  in  1833,  and  Sir  Robert  Peel  himself,  at  both 
these  periods,  than  that  it  was  impossible  to  fetter  the  discretion 
of  the  Bank  in  its  issues.  Sir  Robert  Peel  knew  that  he  was 
now  taking  away  this  power  from  the  Bank  altogether,  and, 
accordingly,  he  was  obliged  to  meet  this  objection.      He  said: — 

"  It  is  said  that  the  Bank  of  England  will  not  have  the  means 
which  it  has  heretofore  had  of  supporting  public  credit,  and  of 
affording  assistance  to  the  mercantile  world  in  times  of  com- 
mercial difficulty.  Now,  in  the  first  place,  the  means  of  support- 
ing credit  are  not  means  exclusively  possessed  by  banks.  All 
who  are  possessed  of  unemployed  capital,  whether  bankers  or 
not,  and  who  can  gain  an  adequate  return  by  the  advance  of 
capital,  are  enabled  to  afford,  and  do  afford,  that  aid  which  it  is 
supposed  by  some  that  banks  alone  are  enabled  to  afford.     In 
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the  second  place,  ii  may  be  a  question,  whether  there  be  any 
permanent  advantage  in  the  maintenance  of  public  or  private 
credit,  unless  the  means  of  maintaining  it  are  derived  from  the 
bona  fide  advance  of  capital,  and  not  from  a  temporary  increase 
of  promissory  notes,  issued  for  a  special  purpose.  Some  appre- 
hend that  the  proposed  restriction  up' mi  issue  will  diminish  the 
power  of  the  Bank  to  act  with  energy  at  the  'period  of  monetary 
crisis  and  commercial  alarm  and  derangement.  But  the  object 
of  the  measure  is  to  prevent  (so  far  as  legislation  can  prevent) 
the  recurrence  of  those  evils  from  which  we  suffered  in  1825, 
1836,  and  1839.  It  is  better  to  prevent  the  paroxysm 
than  to  excite  it,  and  trust  to  desperate  remedies  for  the  means 
of  recovery." 

Sir  Robert  Peel,  therefore,  deliberately  took  away  the  power 
of  the  Bank  to  act  in  extreme  occasions,  under  the  impression 
that  his  Act  would  prevent  these  extreme  occasions  from  arising. 
We  shall  see  how  this  hope  was  fulfilled. 

9.  Sir  Charles  Wood  followed  Sir  Robert  Peel,  travelling  over 
the  same  ground,  and  giving  the  same  caricatured  description  of 
American  banking  as  he  had  done;  moreover,  he  also  was  in- 
fected witli  what  is  known  by  the  name  of  the  "currency 
principle" : — 

"  It  is  not  enough,  then,  to  enact  that  the  Bank  notes  shall  be 
convertible.  The  paper  circulation  must  not  only  be  convertible, 
but  must  vary  in  amount  from  time  to  time  as  a  metallic  circu- 
lation would  vary.  A  system,  therefore,  of  paper  circulation  is 
required,  which  will  attain  this  object,  and  insure  a  constant 
and  steady  regulation  of  the  issues  on  this  principle.  This,  and 
this  alone,  affords  a  permanent  security  for  the  practical  con- 
vertibility of  the  notes  at  all  times,  and  for  the  consequent  main- 
tenance of  the  standard." 

10.  The  bill  was  read  a  second  time,  after  a,  feeble  opposition, 
by  a  majority  of  185  to  30.  It  passed  through  the  House  of 
Lords  witli  a  very  shorl  debate,  and  no  division.  Lord  Radnor 
alone  protested  against  it,  and  it  received  the  Royal  Assent  on 
the  l!!th  of  July,  1844. 

11.  The  chief  provisions  of  this  Act  are  as  follows  (Statute 
1844,  c.  32)  :— 

1.  That,  after  the  31  si  August,  1844,  the  issue  of  Bank  notes 
by  the  Bank  of  England  should  be  kept  wholly  distinct  from  the 
general  banking  business,  and  be  conducted  by  such  a  committee 
of  the  directors  as  the  Court  niiglll  appoint,  under  the  name  of 
the  "Issue  Department  of  the  Bank  of  England." 

2.  That,  on  the  same  day,  the  Governor  and  Company  should 
transfer,  appropriate,   and   set    apart,   to   the    issue  department 
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securities  to  the  value  of  £14,000,000,  of  which  the  debt  due  by 
the  public  to  the  Bank  was  to  be  apart;  and  also  so  much  of 
the  gold  coin  and  gold  and  silver  bullion  as  should  not  be 
required  for  the  banking  department.  The  issue  department 
was  then  to  deliver  over  to  the  banking  department  an  amount 
of  notes  exactly  equal  to  the  securities,  coin,  and  bullion,  so 
deposited  with  them.  The  Bank  was  then  forbidden  to  increase 
the  amount  of  securities  in  the  issue  department;  but  it  might 
diminish  them  as  much  as  it  pleased,  and  increase  them  again  to 
the  limit  defined,  but  no  further.  The  banking  department  was 
forbidden  to  issue  notes  to  any  person  whatever,  except  in 
exchange  for  other  notes,  or  such  as  they  received  from  the  issue 
department  in  terms  of  the  Act. 

.;.  The  proportion  of  silver  bullion,  in  the  issue  department,  on 
which  notes  were  to  be  issued,  was  not  at  any  time  to  exceed  one- 
fourth  part  of  the  gold  coin  and  bullion  held  at  the  time  by  the 
issue  department. 

4.  All  persons  whatever,  from  the  31st  August,  1844,  were  to 
be  entitled  to  demand  Bank  notes  in  exchange  for  standard  gold 
bullion,  at  the  rate  of  £3  17s.  9d.  per  ounce. 

5.  If  any  banker  who,  on  the  6th  May,  1844,  was  issuing  his 
own  notes,  should  cease  to  do  so,  it  should  be  lawful  for  the 
Crown,  in  Council,  to  authorise  the  Bank  to  increase  the  amount 
of  securities  in  the  issue  department  to  any  amount  not  ex- 
ceeding two-thirds  of  the  amount  of  notes  withdrawn  from 
circulation. 

6.  Weekly  accounts  in  a  specified  form  were  to  be  transmitted 
to  Government,  and  published  in  the  next  London  Gazette. 

7.  From  the  same  date  the  Bank  was  relieved  from  all  stamp 
duty  on  their  notes. 

8.  The  annual  sum  payable  by  the  Bank  for  their  exclusive 
privileges  should  be  increased  from  £120,000,  as  settled  in  1833, 
to  £180,000.  And  all  profits  derived  by  the  Bank  from  the 
increase  of  their  issues  above  the  £14,000,000,  as  prescribed  by 
the  Act,  shall  go  to  the  public. 

9.  After  the  passing  of  the  Act,  no  person  other  than  a  banker 
who  was  law  fully  issuing  his  own  notes  on  the  6th  May,  1844, 
should  issue  Bank  notes  in  any  part  of  the  United  Kingdom. 

10.  After  the  passing  of  the  Act,  it  was  forbidden  to  any 
banker  to  draw,  accept,  make,  or  issue,  in  England  or  Wales,  any 
bill  of  exchange,  or  promissory  note,  or  engagement  for  the 
payment  of  money  payable  to  bearer  on  demand,  or  to  borrow, 
owe,  or  take  up  in  England  or  Wales,  any  sum  or  sums  of  money, 
or  the  bills  or  notes  of  such  banker,  payable  to  bearer  on  demand, 
except  such  bankers  as  were  on  the  6th  May,  1844,  issuing  their 
own  Bank  notes,  who  were  allowed  to  continue  their  issues  in 
such  manner,  and  to  such  extent,  as  afterwards  provided.  The 
rights  of  any  existing  firm  were  not  to  be  affected  by  the  with- 
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drawal,  change,  or  addition  of  any  partner,  provided  the  whole 
number  did  not  exceed  six  persons. 

11.  Any  banker  who  ceased  to  issue  his  own  notes  from  any 
reason  whatever,  after  the  Act,  \v;is  not  to  resume  such  issues. 

12.  All  existing  banks  of  issue  were  forthwith  to  certify  to 
the  commissioners  of  stamps  and  taxes,  the  place,  and  name,  and 
firm,  at  and  under  which  they  issued  notes  during-  the  twelve 
weeks  next  preceding  the  27th  April,  1844.  The  commissioners 
were  then  to  ascertain  the  average  amount  of  each  bank's  issues, 
and  it  should  be  lawful  for  such  banker  to  continue  his  issues  to 
that  amount,  provided  that  on  an  average  of  four  weeks  they 
were  not  to  exceed  the  average  so  ascertained. 

13.  If  any  two  or  more  banks  of  issue  had  become  united 
during  that  twelve  weeks,  the  united  bank  might  issue  notes  to 
the  aggregate  amount  of  each  separate  bank. 

14.  The  commissioners  were  to  issue  in  the  London  Gazette 
a  statement  of  the. authorised  issues  of  each  bank. 

15.  If  two  or  more  banks  afterwards  became  united,  each  ol 
less  than  six  partners,  then  the  commissioners  might  authorize 
them  to  issue  notes  to  the  amount  of  their  separate  issues.  But 
if  the  number  of  the  united  bank  exceeded  six,  their  privilege 
of  issuing  notes  was  to  cease. 

16.  If  any  banker  exceeded  his  authorized  issues  he  was  to 
forfeit  the  excess. 

17.  Every  bank  of  issue  was  to  send  a  weekly  account  of  its 
issues,  which  was  to  be  published  in  the  London  Gazette. 

18.  The  mode  of  taking  the  average  was  laid  down,  and 
bankers  were  to  permit  their  books  of  accounts  to  be  inspected 
by  a  Government  officer  properly  appointed,  and  to  make  a 
return  to  Government  once  every  year,  within  the  first  fortnight 
in  January. 

19.  The  Bank  of  England  was  allowed  to  compound  with 
private  banks  of  issue,  to  withdraw  their  own  notes,  and  issue 
Bank  of  England  notes,  for  a  sum  not  exceeding  one  per  cent, 
per  annum,  up  to  the  1st  August,  1856. 

20.  All  banks  whatever  in  London,  or  within  65  miles  of  it, 
were  allowed  after  the  passing  of  the  Act,  to  draw,  accept,  or 
indorse  bills  of  exchange,  not  being  payable  to  bearer  on 
demand. 

21.  The  privileges  of  the  Dank  were  to  continue  till  twelve 
months1  notice,  to  be  given  after  the  1st  August,  1855;  and 
repayment  of  the  public  debts,  and  all  Other  debts  whatever. 

12.  Such  are  the  leading  provisions  of  Sir  Bobert  Peel's  Act, 
which  was  meant  to  carry  out  a  particular  theory  ol'  currency, 
which  we  have  no  hesitating  in  affirming  is  one  of  the  most 
stupendous  delusions  on  the  subject-  that  any  one  ever  conceived. 
A    theory    as   opposed    as    possible    to   the    opinions   of    all    the 
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greatesl  authorities  on  the  subject,  during  the  great  discussions 
on  the  currency  in  1*04,  1811,  and  1819,  which  we  have  already 
abundantly  quoted  in  the  former  part  of  this  volume.  But  the 
most  remarkable  circumstance,  is  that  the  Act  authorizes  the 
mosl  flagrant  violation  of  the  principle  it  is  intended  to  enforce; 
for  the  issuing  of  notes  upon  the  public  funds  is  the  most 
vicious  principle  possible.  It  is  the  theory  of  John  Law,  which 
we  shall  more  fully  consider  in  the  next  chapter.  Indeed,  so 
utterly  blind  was  one  of  the  most  distinguished  advocates  of 
this  theory  to  the  true  nature  of  monetary  science,  that  he 
boasted  that,  "practically  considered,  fluctuations  in  the  rate 
of  interest,  and  in  the  state  of  commercial  credit,  so  far  as 
they  can  result  from  alteration  in  the  value  of  the  currency, 
may,  under  the  operation  of  the  proposed  system,  be  taken  at 
nihil.1'* 

13.  The  avowed  object  of  the  Act  of  1844  was  to  take  the 
regulation  of  the  currency  out  of  the  hands,  or  even  the  power, 
of  the  directors  of  the  Bank  of  England.  The  incorrigible 
mismanagement  of  that  body  had,  in  the  opinion  of  every  body, 
aggravated  every  crisis.  The  authors  of  the  Act  of  1844 
flattered  themselves  that  for  every  five  sovereigns  that  left  the 
countiy,  a  five-pound  note  must  be  withdrawn  from  circulation. 
We  shall  see  hereafter  how  this  expectation  was  fulfilled.  In 
the  meantime,  Sir  Robert  Peel  himself  and  all  the  supporters 
of  the  Act,  gave  out  that  it  was  the  complement  of  the  Act  of 
1819,  though  we  confess  we  do  not  clearly  see  the  meaning  of 
the  phrase.  If,  however,  they  mean  to  say  that  it  was  in  the 
spirit  of  the  Act  of  1819,  or  of  the  statesmen  of  that  period, 
we  wholly  deny  such  to  be  the  fact,  and  to  suppose  so,  only 
argues  the  most  profound  ignorance  of  the  sentiments  of  the 
authors  of  the  Act  of  1819. 

14.  The  issues  of  notes,  then,  of  the  Bank  of  England,  are 
founded  upon  two  of  the  most  fatal  delusions  that  ever  prevailed 
on  the  subject  of  the  paper  currency;  the  one  the  theory  of 
John  Law,  and  the  other  the  ''currency  principle,"  which 
came  into  fashion  about  twenty  years  ago. 

15.  We  have  observed,  in  the  last  chapter,  that,  owing  to  the 
good  harvests  of  1 842-3-4,  the  bullion  in  the  Bank  accumulated 
very  rapidly  during  these  years,  and  a  very  large  quantity 
of  money,  which  the  nation  must  otherwise  have  spent  in  food, 
was  set  free  for  commercial  purposes.  Other  circumstances  oc- 
curred at  the  same  time  to  liberate  a  large  quantity  of  the  capital 
of  the  country  from  its  accustomed  use,  and  to  render  it  applicable 
to  commercial  purposes,  which  have  been  very  clearly  and  ably 
*  Col.  Torrens.    Tooke's  Hist,  of  Prices,  Vol.  IV.,  p.  282. 
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pointed  out  by  Mr.  James  Wilson.     He  shews  that  the  rapidity 

and  certainty  of  conveyance  reduces  very  greatly  the  amount  of 
stock  it  is  necessary  at  all  times  to  keep  on  hand  when 
communications  are  slow  and  uncertain.  That  the  amount  of 
goods  in  transit  is  much  larger  with  a  slow  conveyance  than  a 
quick  one.  For  example,  when  Manchester  supplies  London 
with  manufactured  goods — if  it  takes  seven  days  by  canal  for 
these  goods  to  reach  London,  it  is  clear  that  there  must  always 
be  seven  days'  consumption  of  goods  on  the  way.  If  the  same 
transit  is  accomplished  by  railway  in  one  day,  it  is  only  necessary 
to  have  one  day's  consumption  on  the  way  ;  and  the  capital 
employed  in  producing  the  other  six  days'  consumption  is 
liberated,  and  may  be  employed  in  promoting  other  commercial 
operations.  When  we  consider  the  enormous  economy  of  capital 
required  in  the  transaction  of  the  same  amount  of  business 
which  was  effected  by  the  introduction  of  more  rapid  modes  of 
communication,  whether  by  railways  or  steamboats,  we  shall 
understand  how  greatly  they  increased  the  national  resources. 
There  can  be  no  doubt  that  the  economy  of  national  capital 
effected  by  the  extension  of  railways  far  exceeded  the  losses 
which  occurred  from  unsuccessful  speculation  in  them.  Now, 
these  operations  were  beginning  to  have  their  full  effect  in  saving 
the  national  capital,  simultaneously  with  the  good  harvests  of 
1842-3-4,  and  helped  to  swell  the  quantity  of  disposable  capital 
to  an  unprecedented  extent. 

16.  An  attentive  consideration  of  these  circumstances  is 
absolutely  necessary,  because  they  shew,  if  anything  were 
necessary  to  shew  it,  the  gigantic  error  committed  by  many 
writers,  who  think  that  the  prices  of  goods  must  vary  exactly 
with  any  increase  or  decrease  of  the  amount  of  the  currency, 
whereas  there  is  no  necessary  relation  between  the  two 
whatever.  The  particular  methods  of  doing  business  have  the 
most  important  influence  on  the  quantity  of  capital  necessary  to 
carry  it  on;  and  a  clumsy  or  more  ingenious  method  of 
transacting  business  may  make  the  most  important  changes  in 
the  quantity  of  money  necessary  to  circulate  any  given  amount 
of  commodities  without  causing  any  alteration  in  the  price 
of  those  commodities. 

IT.  The  Act  of  1844  having  placed  an  absolute  limil  upon 
the  discretion  of  the  Bank  in  issuing  notes,  Sir  RobertPeel  said 
that  he  thought  that  banking  business  could  not  be  too  free  and 
unrestrained.  Tic  extraordinary  accumulation  of  capital,  arising 
from  the  circumstances  we  have  just  detailed,  lowered  the  market 
rate  of  discount  to  1  '■'■  arid  '_'l,on  the  best  bills,  and  the  Bank 
of  England  immediately  conformed  to  the  market  rate  on  the 
passing  of  the  Act,  ami  reduced   its   rate  from   I  per  cent,  to  •_", 
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for  the  besl  bills.  The  day  the  Act  came  into  operation,  indeed, 
the  whole  of  the  discounts  were  done  at  If,  and  they  continued 

al  that  rate  for  a  fortnight,  when  some  was  done  at  2  per  cent.; 
and  up  to  the  26th  October  a  considerable  portion  was  done 
al  J{.  From  this  date,  however,  up  to  October,  1845,  the  rate 
was  2£.  In  November,  1 S45,  the  rate  was  suddenly  raised  to  3^, 
and  continued  at  that  figure  till  August,  1840,  when  it  was 
lowered  to  3  per  cent.  These  rates  being  governed  by  the  flow 
of  bullion,  which  diminished  from  15^  millions  when  the  Act  of 
1844  passed,  to  13^-  millions  in  November,  1845  ;  after  which  it 
increased  again  to  above  16  millions  in  August,  1846,  and  then 
began  steadily  to  decline  till  it  reached  its  minimum  in  the  great 
crisis  of  October,  1847. 

18.  The  first  failure  of  the  potatoe  crops  in  Ireland  in  1845, 
and  the  railway  mania  of  that  year,  must  be  too  fresh  in  the 
recollection  of  most  persons  to  need  repetition  here ;  nor  had 
they  anything  to  do  properly  with  the  management  of  the  Bank, 
whose  sole  j) roper  duty  was  to  look  to  its  own  affairs,  and  pre- 
serve its  own  stability.  The  calamity  of  1846  was  far  more 
severe  and  extensive  than  that  of  the  preceding  year.  It  was 
absolutely  certain  that  an  immense  quantity  of  bullion  would 
require  to  be  exported  in  payment  of  the  grain  it  would  be 
necessary  to  import.  Accordingly,  from  the  middle  of  Septem- 
ber, 1846,  a  steady  and  continuous  drain  of  bullion  set  in,  but 
the  Bank  made  no  alteration  in  the  rate  of  discount  until  the 
16th  January,  184  7,  when  the  bullion  had  fallen  to  £13,949,000, 
it  raised  the  rate  of  discount  to  3£,  and  on  the  23rd,  the  bullion 
having  been  further  diminished  by  £500,000,  it  raised  the  rate 
to  4  per  cent.  Henceforth  the  drain  continued  rapidly,  but  the 
Bank  still  continued  to  make  no  alteration  until  the  10th  April, 
when  its  treasure  being  reduced  to  £9,867,000,  the  rate  of  dis- 
count was  raised  to  5  per  cent.  Here  we  have  the  same  inve- 
terate blunder  committed  by  the  Bank  as  on  so  many  previous 
occasions — an  immense  drain  of  bullion,  and  yet  none  but  the 
most  feeble,  inefficient,  and  puerile  means  taken  by  the  Bank  to 
raise  the  value  of  money  here.  But  the  operation  of  the  Bank 
at  this  time  is  an  excellent  example  of  the  self-acting  nature  of 
the  Act  of  1844.  We  need  only  observe,  that  the  Banking 
Capital  of  the  Bank  of  England  is  £14,000,000  of  notes,  based 
upon  public  securities,  together  with  notes  representing  as  much 
bullion  as  there  is  in  the  issue  department.  Consequently,  the 
notes  held  in  reserve  must  always  be  equal  to  the  difference 
between  the  notes  in  circulation,  or  held  by  the  public,  and  the 
sum  of  £14,000,000  added  to  the  quantity  of  bullion.  Now,  we 
have  seen  that  the  intention  of  the  framers  of  the  Act  of  1844 
was,  that,  as  the  bullion  diminished,  the  notes  in  the  hands  of  the 
public   should  be   diminished,  in   conformity  to   the,  "currency 
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principle."  Let  us  now  see,  1st,  How  the  Dank  was  inclined  to 
acton  the  principle;  and,  2ndly,  Supposing  they  were  disinclined 
to  do  so,  how  far  the  Act,  by  its  self-acting  principles,  compelled 
them  to  do  so.     The  following  figures  speak  for  themselves  : — 


1840. 


August  29 
( >ctober  '■> 
November  7 
December  1!) 

1847. 

January  9 

'1(5 

30 

February  20 
March  6 

20 

April    3 

10 


Held  by  the 

Public. 


20,426,000 
20,551,000 
20,971,000 
19,549,000 


20,837,000 
20,679,000 
20,469,000 
19,482,000 

19,279,000 
19,009,000 
19,855. 000 
20,243,003 


Held  in  Reserve 

by  the  Bank 

of 

England. 


Total  Amount 
of  Bullion. 


9.450,000 
8,809,000 
7,265,000 

8,804,000 


0.715,000 
0,540,000 
5,704,000 
5.917,000 
5.;  15.000 
5,419,000 
3,700,000 
2,558,000 


16,366,000 
15,817,000 
14,760,000 

15.103,000 


14,308,000 
13.949,000 
12.902,000 
12,215.000 
11,590,000 
11,232,000 
10,240,000 
9,807,000 


Minimum  Rate 

of 

Discount 

i'er    Cent. 


Si 
4 


These  figures  shew  the  utter  futility  of  the  idea  that,  as  the 
bullion  diminished,  the  Act  could  compel  a  reduction  of  notes  in 
the  hands  of  the  public,  for  the  notes  in  circulation  were  within 
an  insignificant  trifle  as  large  in  amount  when  the  bullion  was 
only  £9,867,000,  as  when  it  was  £16,366,000.  Consequently, 
nothing  could  be  a  more  total  and  complete  failure  of  the  Act  of 
1844,  on  the  very  firsl  occasion  its  services  were  required. 

19.  The  number  of  notes  held  in  reserve  in  the  Banking 
department,  under  the  new  system  of  1844,  corresponded  in 
effect,  very  much  to  the  amount  of  the  bullion  held  by  the  Bank 
before  iis  division.  When,  therefore,  the  public  saw  thai  the 
whole  banking  resources  of  the  Bank  were  reduced  to  £2,558,000, 
a  complete  panic  seized  both  the  public  and  the  directors.  The 
Latter  adopted  measures  of  the  most  unprecedented  severity  to 
check  the  demand  for  notes.  The  rate  was  not  only  raised  to  5 
per  cent.,  hut  this  was  only  applicable  to  hills  having  only  :i  few 
days  to  run,  and  a  limit  \v;is  placed  upon  the  amount  of  bills 
discounted,  however  good  they  might  be.  Merchants  who  hud 
received  loans  were  called  upon  to  repay  them  without  being 
permitted  to  renew  them.  During  some  days  it  was  impossible 
to  get  bills  discounted  :it  all.  These  measures  were  effectual  in 
stopping  the  efflux  of  bullion,  and  :i  sum  of  6100,000  in  sove- 
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reigns,  which  had  been  actually  shipped  for  America,  was 
relanded.  During  this  period  the  rate  of  discount  for  the 
lies!  hills  rose  to  9,  10,  and  12  per  cent.  During  all  this  time 
the  price  of  wheat  continued  steadily  to  rise,  notwithstanding 
the  monetary  pressure;  and  at  the  close  of  May,  the  price  on 
one  occasion  reached  131s.  in  Windsor  Market.  The  foreign 
exchanges,  which  had  been  adverse  to  the  country  during  the 
latter  part  of  1846  and  the  beginning  of  1847,  from  the  immense 
quantity  of  foreign  corn  which  was  imported,  became  favorable 
in  the  middle  of  April,  partly  owing  to  the  great  monetary 
pressure. 

20.  The  pressure  passed  oft' after  the  first  week  in  May,  having 
lasted  about  three  weeks,  and  bullion  began  to  ilow  in  after 
the  24th  of  April,  until,  at  the  end  of  June,  it  amounted  to 
£10,526,000,  the  notes  in  circulation  being  £18,051,000,  and  the 
notes  in  reserve  £5,625,000. 

21.  The  conduct  of  the  Bank,  in  keeping  down  the  rate  of 
discount  when  a  rapid  drain  was  going  on,  and  the  foreign 
exchanges  were  unfavorable,  was  the  exact  counterpart  of  what 
it  had  done  on  so  many  previous  occasions,  and  excited  much 
comment  and  adverse  criticism  by  the  whole  commercial  com- 
munity of  London.  The  market  rate  rose  decidedly  above  it,  so 
that  a  rush  for  discounts  was  made  to  the  Bank,  which  were  no 
sooner  obtained  in  notes,  than  the  holders  of  them  went  imme- 
diately to  the  issue  department  to  demand  gold  for  them. 

22.  On  the  7th  of  May,  the  Chancellor  of  the  Exchequer 
brought  the  subject  of  the  monetary  pressure  before  the  House, 
and  stated  that  he  had  numerous  deputations  to  him  respecting 
a  suspension  of  the  Act  of  1844,  which  the  Government  wTere 
not  prepared  to  adopt.  However,  he  meant  to  assist  the  Bank 
so  far  as  to  dispense  with  the  aid  the  Government  usually  had 
from  the  Bank  at  Quarter  day.  With  this  view,  he  intended  to 
raise  the  interest  on  Exchequer  bills,  which  were  then  at  a 
greater  depreciation  than  any  other  species  of  Government 
security,  to  3d.  per  day.  On  the  10th  he  brought  in  a 
resolution,  to  allow  all  persons  who  had  subscribed  to  the 
eight  million  Irish  loan  a  discount  of  5  per  cent,  on  any  in- 
stalment paid  in  before  the  18th  of  June,  and  4  per  cent,  if  paid 
in  before  the  10th  of  September. 

•_':■■.  The  enormously  high  price  of  grain,  which  had  no 
parallel  since  1812,  had  the  natural  effect  of  tempting  a  great 
number  of  houses  to  enter  into  speculations  for  the  import  of 
grain,  far  beyond  their  power  to  support.  The  enormous  im- 
portations  in   May,   June,   and    July,    coupled   with    the   very 
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favorable  appearance  of  the  harvest,  caused  a  heavy  and  con- 
tinuous fall  in  the  price  of  grain,  and  the  reports  of  the  potatoe 
crop  being  favorable,  the  price  of  wheat  fell  to  49s.  6d.  in 
September,  lint  the  tremendous  fall  in  the  juice  of  wheat  had 
been  attended  with  ruin  to  the  houses  which  had  speculated 
in  it.  Moreover,  that  hideous  nuisance  which  always  flourishes 
with  noxious  luxuriance  in  times  of  speculation — accommodation 
paper — was  extensively  prevalent.  The  failures  in  the  corn 
trade  began  in  August,  which  engendered  a  great  discredit  in 
that  and  other  branches  of  commerce.  On  the  7th  of  August, 
the  minimum  rate  of  discount  was  raised  to  5^--;  but  this  only 
referred  to  very  short-dated  paper,  as  the  greater  part  of  the 
paper  discounted  was  charged  at  much  higher  rates,  even  up  to 
7  per  cent.,  which  were  maintained  up  to  the  9th  October. 

24.  On  the  9th  August  the  first  of  the  frightful  catalogue  of 
failures  began,  Leslie,  Alexander,  and  Co.  stopped  payment, 
with  liabilities  amounting  to  £500,000.  On  Wednesday,  the 
11th,  Coventry  and  Sheppard  stopped  for  £200,000,  and  King, 
Melville,  and  Co.,  also  for  £200,000,  and  several  other  minor 
firms  made  the  total  failures  in  the  first  week  amount  to 
£1,200,000.  In  the  next  week,  Giles  and  Co.  failed  for 
£800,000,  and  the  total  in  the  second  week  was  £300,000.  In 
the  following  week,  Robinson  and  Co.  failed  for  £110,000,  the 
senior  partner  of  which  firm  was  the  Governor  of  the  Bank  of 
England.  In  three  weeks,  the  failures  were  £3,027,000.  Week 
after  week  followed,  each  one  increasing  in  severity,  tmtil  at  last 
the  total  exceeded  £15,000,000.  In  the  middle  of  September, 
Saunderson  and  Co.,  the  eminent  bill  brokers,  stopped  payment, 
being  much  involved  with  the  great  houses  in  the  corn  trade. 
The  exchanges,  which  had  been  brought  to  par  in  April  by  the 
monetary  pressure  in  that  month,  were,  in  consequence  of  the 
increasing  severity  of  the  crisis,  become  decidedly  favourable, 
and,  on  the  25th  of  September,  bullion  began  to  flow  in.  During 
the  whole  of  September  the  commercial  calamities  were  falling 
fast  and  thick. 

25.  Almost  all  the  firms  connected  the  Mauritius,  such  as 
Keid,  Irving,  and  Co.,  failed,  principally  from  having  their  funds 
locked  up  in  sugar  plantations.  This  was  accompanied  by 
immense  failures  in  the  India  trade;  the  credit  commonly  given 
in  that  trade  being  of  unusual  length,  which  affords  dangerous 
facilities  for  stretching  it  to  too  great  a  length.  The  railway 
works  which  had  been  sanctioned  in  the  Session  of  1845-6,  were 
now  iii  full  operation,  causing  an  immense  demand  for  ready 
money.  Almost  every  tradesman  in  the  kingdom,  from  Land's 
End  to  John  O'Groat's,  was  deep  in  railway  speculations.  The 
extravagant  delirium  of  prosperity  in  1845-6,  had  caused  great 
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numbers  of  them,  not  only  to  live  far  beyond  their  means  them- 
selves, but  to  trust  their  customers  beyond  all  the  bounds  of 
ordinary  credit.  We  have  heard  it  said,  that  in  numberless  in- 
stances, their  bills  for  goods  furnished  in  1845  were  unpaid  in 
1847.  There  can  be  no  doubt  whatever  but  that  commercial 
credit  of  all  sorts  and  descriptions,  among  all  classes  of  traders, 
was  in  probably  a  more  unhealthy  state  than  it  had  ever  been 
before,  and  that  an  uupvecedentedly  large  portion  of  the  com- 
munity were  entangled  in  obligations,  of  which  there  was  no 
prospect  of  their  ever  working  themselves  free.  Sharp  and 
severe,  therefore,  as  the  remedy  was,  it  unquestionably  was  the 
very  best  thing  that  could  happen,  that  this  unhealthy  super- 
structure should  be  cleared  away,  and  that  commerce  should  be 
reconstructed  upon  an  improved  and  renovated  basis.  The 
extreme  pressure  may  be  considered  to  have  begun  on  the  23rd 
of  September,  when  the  Bank  adopted  more  stringent  measures 
for  curtailing  the  demand  upon  its  resources.  Ever  since  the 
26th  of  June,  the  diminution  of  bullion  had  been  going  on 
rapidly;  on  the  2nd  of  October  it  was  reduced  to  £8,565,000, 
the  notes  in  circulation  being  £18, 712,000,  and  the  reserve, 
£3,409,000.  This  rapid  diminution  of  their  resources  shewed 
the  directors  that  the  time  had  come  when  they  must  think  of 
their  own  safety ;  and  on  that  day  they  gave  notice  that  the 
minimum  rate  on  all  bills  falling  due  before  the  15th  of  October 
would  be  5^ ;  and  they  refused  altogether  to  make  advances 
on  stock  or  Exchequer  bills.  This  last  announcement  created 
a  great  excitement  on  the  Stock  Exchange.  The  town  and 
country  bankers  hastened  to  sell  their  public  securities,  to 
convert  them  into  money.  The  difference  between  the  price 
of  consols  for  ready  money,  and  for  the  account  of  the 
14th  of  October,  shewed  a  rate  of  interest  equivalent  to  50  per 
cent,  per  annum.  Exchequer  bills  were  sold  at  35s.  discount. 
Everything  became  worse  and  worse  day  by  day.  On  the  Kith 
of  October,  the  Bank  rates  of  discount  varied  from  5^  to  9  per 
cent.  At  this  time  the  bullion  was  £8,431,000;  the  notes  in 
circulation,  £19,359,000;  and  in  reserve,  £2,630,000.  The 
following  week,  from  Monday,  the  18th,  to  Saturday,  the 
23rd,  was  the  great  crisis.  On  that  Monday  the  Royal  Bank  of 
Liverpool,  with  a  paid  up  capital  of  £800,000,  stopped  payment, 
which  caused  the  funds  to  fall  2  per  cent.  This  was  followed 
by  the  stoppage  of  the  North  and  South  Wales  Bank,  also  of 
Liverpool,  the  Liverpool  Banking  Company,  the  Union  Bank  of 
Newcastle,  heavy  runs  on  the  other  banks  of  the  district,  and 
other  bank  failures  at  Manchester,  and  in  the  west  of  England. 
As  the  whole  of  the  commercial  world  knew  that  the  resources 
of  the  banking  department  were  being  rapidly  exhausted,  a 
complete  panic  seized  them.  A  complete  cessation  of  private 
discounts  followed.     No  one  would  part  with  the  money  or  notes 
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in  his  possession.     The  most   exorbitant   sums  were  offered  to 
and  refused  by  merchants  for  their  acceptances. 

26.  The  continued  and  ever-increasing  severity  of  the  crisis 
caused  deputation  after  deputation  to  be  sent  to  the  Government, 
to  obtain  a  relaxation  of  the  Act;  and,  on  Saturday,  the  23rd  of 
October,  the  final  determination  of  the  Ministry  to  authorise  the 
Bank  to  issue  notes  beyond  the  limits  prescribed  by  the  Act  was 
taken,  and  communicated  to  the  Bank,  who  immediately  acted 
upon  it,  and  discounted  freely  at  9  per  cent.  The  letter  itself 
was  not  actually  sent  till  Monday,  the  25th.  It  stated  that  the 
Government  had  expected  that  the  pressure  which  had  existed 
for  some  weeks  would  have  passed  away,  like  the  one  in  April 
had  done,  by  the  operation  of  natural  causes;  that,  being  disap- 
pointed in  this  hope,  they  had  come  to  the  conclusion  that  the 
time  had  come  when  they  ought  to  attempt,  by  some  extraor- 
dinary and  temporary  measure,  to  restore  confidence  to  the 
mercantile  community.  That,  for  this  purpose,  they  recommended 
the  directors  of  the  Bank  of  England,  in  the  emergency,  to 
enlarge  the  amount  of  their  discounts  and  advances  upon  ap- 
proved security ;  but  that,  in  order  to  restrain  this  operation 
within  reasonable  limits,  a  high  rate  of  interest  should  be  charged, 
which,  under  the  circumstances,  should  not,  they  thought,  be 
less  than  8  per  cent.  That  if  such  a  course  should  lead  to  any 
infringement  of  the  law,  they  would  be  prepared  to  propose  to 
Parliament,  on  its  meeting,  a  Bill  of  Indemnity.  This  letter 
was  made  public  about  1  o'clock  on  Monday,  the  25th,  and  no 
sooner  was  it  done  so  than  the  panic  vanished  like  a  dream ! 
Mr.  Gurney  stated  that  it  produced  its  effects  in  ten  minutes ! 
No  sooner  was  it  known  that  notes  might  be  had,  than  the  want 
of  them  ceased  !  Not  only  did  no  infringement  of  the  Act  take 
place,  but  the  whole  issue  of  notes,  in  consequence  of  this  letter, 
was  only  £400,000 ;  so  that,  while  at  one  moment  the  whole 
credit  of  Great  Britain  was  in  imminent  danger  of  total  destruc- 
tion, within  one  hour  it  was  saved  by  the  issue  of  £400,000. 

27.  The  extraordinary  and  disastrous  state  of  public  credit  at 
this  period  may  be  judged  of  by  the  aid  afforded  by  the  Hank  of 
England  to  different  establishments,  from  the  15th  of  September 
to  the  15th  of  November,  as  follows: — 

1.  It  advanced  £15(1,000  to  a  large  firm  in  London,  who  were 
under  liabilities  to  the  extent  of  Several  millions,  on  the  security 
of  debentures  of  the  Governor  and  Company  of  the  Copper 
Miners  of  England,  which  prevented  them  stopping  payment. 

2.  It  advanced  £50,000  to  a  country  banker,  on  the  security 
of  real  property. 

3.  It  advanced  £120,000  to  the  Governor  and  Company  of 
the  Copper  Miners,  which  prevented  them  stopping  payment. 
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4.  It  advanced  £300,000  to  the  Royal  Bank  of  Liverpool,  on 
the  security  of  bills  of  exchange,  over  and  above  their  usual  dis- 
counts; but  this  was  inadequate,  and  the  bank,  having  no  further 
security  to  offer,  stopped  payment. 

5.  It  advanced  £100,000  to  another  joint  stock  bank  in  the 
country. 

6.  It  advanced  £130,000,  on  real  property,  to  a  large  mercantile 
house  in  London. 

7.  It  advanced  £50,000  to  another  mercantile  house,  on  the 
security  of  approved  names. 

8.  It  advanced  £50,000,  on  bills  of  exchange,  to  a  joint  stock 
bank  of  issue,  which  soon  after  stopped  payment. 

9.  It  advanced  £15,000  on  real  property  to  another  mercantile 
house  in  London. 

10.  It  saved  a  large  establishment  in  Liverpool  from  failing, 
by  forbearing  to  enforce  payment  of  £100,000  of  their  acceptances 
tailing  due. 

11.  It  assisted  another  very  large  joint  stock  bank  in  the 
country,  by  an  advance  of  £800,000  beyond  its  usual  discount 
limit. 

12.  It  advanced  £100,000  to  a  country  banker,  on  real  security. 

13.  It  advanced  to  a  Scotch  bank  £200,000  on  the  security  of 
local  bills,  and  £60,000  on  London  bills. 

14.  It  assisted  another  Scotch  bank,  by  discounting  £100,000 
of  local  and  London  bills. 

15.  It  advanced  £100,000  to  a  large  mercantile  house  in 
London,  on  approved  personal  security. 

16.  It  assisted  a  large  house  in  Manchester  to  resume  pay- 
ment, by  an  advance  of  £40,000  on  approved  personal  security. 

17.  It  advanced  £30,000  to  a  country  bank  on  real  property. 

18.  It  assisted  many  other  houses,  both  in  town  and  country, 
by  advances  of  smaller  sums  on  securities  not  usually  admitted ; 
and  it  did  not  reject,  in  London,  any  one  bill  offered  for  discount, 
except  on  the  ground  of  insufficient  security. 

The  far  larger  portion  of  this  assistance  was  given  before  the 
23rd  of  October. 

28.  A  general  election  had  taken  place  in  the  Autumn  of 
1847,  and  the  Ministry,  having  taken  upon  themselves  the 
responsibility  of  authorising  the  Bank  of  England  to  violate  the 
Act  of  1844,  lost  no  time  in  calling  a  meeting  of  the  new  Par- 
liament. It  met  on  the  18th  of  November,  and,  after  a  few 
preliminary  days  were  occupied  in  swearing  in  the  members, 
the  speech  from  the  throne  was  delivered  on  the  23rd.  The 
first  paragraphs  stated,  as  a  reason  for  calling  them  together, 
that  the  embarrassments  of  trade  were  so  alarming  that  the 
Queen  had  authorised  the  .Ministry  to  recommend  to  the  Bank 
of  England  a  course  which  might  have  led  to  an  infringement  of 
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the  law.     Happily,  however,  the  power  given  to   infringe  the 
law,  if  necessary,  had  allayed  the  panic. 

29.  On  the  30th  of  November,  the  Chancellor  of  the  Ex- 
chequer moved  for  a  Committee  to  inquire  into  the  causes  of  the 
recent  commereial  distress,  and  how  far  it  had  been  affected  by 
the  Act  of  1844.  He  spoke  of  the  panic  in  the  Spring.  He 
said  that  he  had  seen  no  reason  to  change  the  opinion  he  had 
then  expressed,  that  it  was  mainly  owing  to  the  imprudence  of 
the  Bank,  which,  having  full  warning  of  the  various  demands  it 
would  have  upon  it,  were  too  tardy  in  raising  the  rate  of  dis- 
count, and  had  lent  out,  over  the  period  when  the  dividends 
became  payable,  the  money  they  had  provided  for  that  purpose; 
so  that  they  were  not  in  possession  of  adequate  funds  when  they 
were  required.  The  low  state  of  their  reserve  then  excited 
consternation.  The  Bank  then  took  the  severe  step  of  reducing 
the  amount  of  discounts ;  they  pulled  up  as  suddenly  as  they 
had  unwisely  let  out  their  reserve  before.  With  respect  to  the 
panic  of  October,  he  said  that  the  severe  pressure  in  the  Money 
Market  had  abated  when  the  bank  failures  in  Liverpool  and  the 
North  of  England  took  place,  which  renewed  the  alarm.  After 
describing  the  great  pressure  on  the  banks  in  the  country,  he 
said : — 

"  The  Bank  of  England  were  pressed  directly  for  assistance 
from  all  parts  of  the  country,  and  indirectly  through  the  London 
bankers,  who  were  called  upon  to  support  their  country  corres- 
pondents. The  country  banks  required  a  large  amount  of  notes, 
to  render  them  secure  against  possible  demands ;  not  so  much 
for  payment  of  their  notes  as  of  their  deposits.  Houses  in 
London  were  applying  constantly  to  the  Bank  for  aid.  Two 
bill  brokers  had  stopped,  and  the  operations  of  two  others  were 
nearly  paralysed.  The  whole  demand  for  discounl  was  thrown 
upon  the  hands  of  the  Bank  of  England.  Notwithstanding  this, 
as  I  before  said,  the  Bank  never  refused  a  bill,  which  it  would 
have  discounted  at  another  time,  but  still,  the  large  mass  of  hills 
which,  under  ordinary  circumstances,  are  discounted  by  bill 
brokers,  could  not  be  negociated.  During  this  period,  we  were 
daily,  I  may  say  hourly,  in  possession  of  the  state  of  the  Bank. 
The  Governor  and  Deputy-Governor  at  last  said  they  could  no 
longer  continue  their  advances,  to  support  the  various  parties 
who  applied  to  them;  thai  they  could  save  themselves,  that  is, 
they  could,  comply  with  the  law  ;  but  that  they  could  not  do  so 
without  pressing  more  stringently  on  the  commercial  world. 
At  this  crisis,  a  feeling  as  to  the  necessity  of  the  interposition 
of  Government  appeared  to  be  generally  entertained;  and  those 
conversant  with  commercial  affairs,  and  least  likely  to  decide  in 
favor  of  the  course  we  ultimately  adopted, unanimously  expressed 
an  opinion,  that  if  some  measure  were  no1  taken  by  the  Govern- 
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ment  to  arrest  the  evil,  the  most  disastrous  consequences  must 
inevitably  ensue.  Evidence  was  laid  before  the  Government, 
which  proved,  not  only  the  existence  of  severe  pressure  from 
the  causes  I  have  stated,  but  also  that  it  was  aggravated  in  a 
\  ery  great  degree  by  the  hoarding,  on  the  part  of  many  persons, 
of  gold  and  Bank  notes,  to  a  very  large  extent,  in  consequence 
of  which  an  amount  of  circulation,  which,  under  ordinary 
circumstances,  would  have  been  adequate,  became  insufficient 
for  the  wants  of  the  community.  It  was  difficult  to  establish 
this  beforehand,  but  the  best  proof  of  the  fact  is  in  what 
occurred  after  we  interfered.  As  soon  :is  the  letter  of  the  25th 
October  appeared,  and  the  panic  ceased,  thousands  and  tens  of 
thousands  of  pounds  were  taken  from  the  hoards,  some  from 
boxes  deposited  with  Bankers,  although  the  parties  would  not 
leave  the  notes  in  their  Banker's  hands.  Large  parcels  of  notes 
were  returned  to  the  Bank  of  England  cut  into  halves,  as  they 
had  been  sent  down  into  the  country  ;  and  so  small  was  the  real 
demand  for  an  additional  quantity  of  notes,  that  the  whole 
amount  taken  from  the  Bank,  when  the  unlimited  power  of  issue- 
was  given,  was  under  £400,000.  The  restoration  of  confidence 
released  notes  from  their  hoards,  and  no  more  was  wanted,  for 
this  trifling  quantity  of  additional  notes  is  hardly  worth  notice. 
*  *  *  Parties  of  every  description  made  application  for 
assistance  to  us,  with  the  observation,  'We  do  not  want  notes, 
but  give  us  confidence.'  They  said,  '  We  have  notes  enough, 
but  we  have  not  confidence  to  use  them ;  say  you  will  stand  by 
us,  and  we  shall  have  all  that  we  want ;  do  anything,  in  short, 
that  will  give  us  confidence.  If  Ave  think  that  we  can  get  Bank 
notes,  we  shall  not  want  them.  Charge  any  rate  of  interest  you 
please,  ask  what  you  like — (Mr.  Spooner,  no !  no  !)  I  beg 
pardon  of  the  honorable  gentleman,  but  I  may  be  permitted  to 
know  what  was  actually  said  to  me.  I  say,  that  what  I  have 
stated,  was  the  tenor  of  the  applications  made  to  me.  Parties 
said  to  me,  '  Let  us  have  notes,  charge  1 0 — 1 2  per  cent,  for  them ; 
we  don't  care  what  the  rate  of  interest  is.  We  don't  mean, 
indeed,  to  take  the  notes,  because  we  shall  not  want  them  ;  only 
tell  us  that  we  can  get  them,  and  this  will  at  once  restore 
confidence.'  We  have  been  asked  what  was  the  change  of 
circumstances  which  induced  us  to  act  on  Saturday  when  Ave 
declined  acting  a  day  or  two  before.  I  reply,  that  the  accounts 
which  we  received  on  Thursday,  Friday,  and  Saturday,  were  of 
a  totally  different  description  from  those  which  had  been 
previously  brought  us.  It  was  on  Saturday,  and  not  before, 
that  this  conviction  was  forced  upon  us,  and  it  was  not  till  then 
that  we  felt  it  necessary  to  sanction  a  violation  of  the  law." 

The  persons  applying  generally  said  that  it  was  necessary  to 
place  a  limit  on  the  amount  to  be  authorized,  which  they  pro- 
posed should  be  £2,000,000  or  £3,000,000,  but  the  Government 
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thought  that  the  limit  should  be  placed  on  the  rate  of  interest, 
and,  accordingly,  this  was  the  method  adopted. 

.30.  Sir  Robert  Peel  felt  particularly  called  upon  to  come 
forward  and  defend  the  Act  of,  1844.  After  defending  himself 
from  some  minor  charges,  he  protested  against  singling  out 
individual  members  of  Parliament,  and  making  them  responsible 
for  the  acts  of  the  whole  Legislature.  He  said  that  some  persons 
alleged  that  the  Act  of  1844  had  been  passed  without  due 
inquiry,  but  he  recounted  the  committees  that  had  sat  for  five 
years,  and  had  asked,  on  the  whole,  upwards  of  14,000  questions — 
questions  and  answers  without  end,  but  with  no  practical  result 
from  those  apparently  interminable  investigations.  The  last 
committee  had  closed  its  labours  without  any  practical  results. 
At  last,  the  Ministers  determined  to  bring  forward  a  measure  on 
their  own  responsibility,  which  had  been  carried  by  extraordinary 
majorities ;  but,  nevertheless,  if  it  could  be  shewn  that  the  Act 
of  1844  could  be  amended,  that  it  ought  to  be  done. 

"  There  has  been  some  misrepresentation  respecting  the  objects 
of  this  Act.  I  do  not  deny  that  one  of  the  objects  contemplated 
by  the  Act  was  the  prevention  of  the  convulsions  that  had  here- 
tofore occurred  in  consequence  of  the  neglect  by  the  Bank  of 
England  to  take  early  precautions  against  the  withdrawal  of  its 
treasure.  v.I  did  hope  that,  although  there  was  no  imperative 
obligation  on  the  Bank  of  England  to  take  those  precautions, 
that  the  experience  of  1825,  1836,  and  1839,  would  have  induced 
that  establishment  to  conform  to  principles  which  the  directors 
of  the  Bank  acknowledged  to  be  just,  and  which  they  had  more 
than  once  professed  to  adopt  for  their  own  regulation.  Sir,  I  am 
bound  to  say,  that  in  that  hope,  that  in  that  object  of  the  bill,  I 
have  been  disappointed.  I  am  bound  to  admit,  seeing  the  extent 
of  commercial  depression  which  has  prevailed,  and  the  number 
of  houses  which  have  been  swept  away,  some  of  which,  how- 
ever, I  think,  were  insolvent  long  before  the  bill  come  into 
operation,  and  others  of  which  became  insolvent  in  consequence 
of  the  failure  of  those  who  were  connected  with  them,  and  were 
imprudent  in  their  speculations,  I  am  bound  to  admit  that  that 
purpose  of  the  bill  of  1844,  which  sought  to  impress,  if  not  a 
legal,  at  least  a  moral  obligation  on  the  Bank,  to  prevent  the 
necessity  for  measures  of  extreme  stringency  by  timely  precau- 
tions, has  not  been  fulfilled.  Sir,  1  must  contend,  that  it  was  in 
the  power  of  the  Bank,  if  not  to  prevent  all  the  evils  that  have 
arisen,  at  Least,  greatly  to  diminish  their  force.  If  the  Bank  had 
possessed  the  resolution  to  meet  the  coming  danger  by  a  contrac- 
tion of  its  issues,  by  raising  (he  rate  of  discount,  by  refusing 
much  of  the  accommodation  which  they  granted  between  the 
years  L 844  and  1846 — if  they  had  been  firm  and  determined  in 
the  adoption  of  those  precautions,  the  necessity   for  extrinsic 
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interference  migh1  have  been  prevented;  it  might  nut  then  have 
been  necessary  for  the  Government  to  authorise  a  violation  of 
the  Act  of  1844.  *  *  *  The  bill  of  1844  had  a  triple 
object.  Its  first  object  was  that  in  which  I  admit  it  has 
failed,  namely,  to  prevent,  by  early  and  gradual,  severe  and 
sudden  contraction,  and  the  panic  and  confusion  inseparable 
from  it.  But  the  bill  had  at  least  two  other  objects  of  at 
least  equal  importance— the  one  to  maintain  and  guarantee 
the  convertibility  of  the  paper  currency  into  gold;  the  other  to 
prevent  the  difficulties  which  arise  at  all  times  from  undue  specu- 
lation being  aggravated  by  the  abuse  of  paper  credit  in  the  form  of 
promissory  notes.  In  these  two  objects  my  belief  is  that  the 
bill  has  completely  succeeded.  3Iy  belief  is  that  you  have  had  a 
guarantee  for  the  maintenance  of  the  principal  of  convertibility 
such  as  you  never  had  before ;  my  belief  also  is,  that,  whatever 
difficulties  you  are  now  suffering,  from  a  combination  of  various 
causes  those  difficulties  would  have  been  greatly  aggravated 
if  you  had  not  wisely  taken  the  precaution  of  checking  the 
unlimited  issues  of  the  notes  of  the  Bank  of  England,  of 
joint  stock  banks,  and  private  banks." 

31.  Sir  Robert  Peel  then  entered  into  a  most  able  description 
of  the  true  evils  the  country  was  suffering  under,  which  arose 
from  the  enormous  destruction  of  capital  by  the  deartfi  of  food, 
and  the  unusual  absorption  of  capital  in  one  channel  of  com- 
merce, the  construction  of  railroads,  which  were  not  yet  remu- 
nerative. He  shewed  the  absurdity  of  expecting  to  have  cheap 
money  while  capital  was  scarce.  The  whole  of  his  remarks  are 
so  admirable,  that  we  regret  that  their  length  prevents  us  from 
giving  them  entire,  lie  cordially  approved  of  the  course  the 
Government  had  taken  in  not  issuing  the  letter  sooner  than  they 
did,  and  in  doing  it  when  they  did.  The  true  remedy  for  the 
state  of  things  under  which  the  country  was  suffering  was 
individual  exertion,  the  limitation  of  engagements,  the  cessation 
of  all  demands  which  could  be  postponed  ;  an  earlier  issue  of  the 
letter  would  have  relaxed  these  necessary  exertions.  But  to 
that  pressure  a  panic  succeeded,  winch  could  not  be  provided 
against  or  foreseen  by  legislation,  which  could  not  be  reasoned 
with,  and  which  could  only  be  met  by  a  discretionary  assump- 
tion of  power  by  the  Government  suitable  to  the  emergency. 
Whether  any  modification  in  the  Act  of  1844  was  desirable,  was 
a  question  for  future  consideration.  His  own  opinion  was  in 
favour  of  the  maintenance  of  the  great  principles  of  that  mea- 
sure. If  the  identical  restrictions  were  not  imposed  upon  the 
Bank  as  were  then  in  force,  still  there  must  be  some  restrictions ; 
for,  after  the  experience  of  1825,  1836,  and  1839,  he  for  one 
would  not  be  content  to  leave  the  regulation  of  the  monetary 
concerns  of  tins  country   to  the   uncontrolled   discretion   of  the 
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Bank.  In  1844  the  general  conviction  was  that  it  ought  not  to 
be  so  left,  and  he  for  one  knew  no  better  mode  of  imposing 
restriction  than  that  which  was  devised  by  the  Act  of  1844." 
Fully  agreeing  with  Sir  Robert  Peel  on  the  necessity  for  a 
restriction,  we  think  that  the  restriction  devised  by  the  Act  of 
1844  is  not  the  true  one,  and  that  it  leaves  open  the  door  to  the 
Bank  for  the  most  fatal  mismanagement.  We  shall  endeavour 
to  shew,  in  a  future  chapter,  that  one  may  be  devised  which 
must  be  effectual. 

32.  The  Committee  appointed  by  each  House  began  to  sit  m 
February,  1848.  The  Governor,  Mr.  Morris,  and  the  Deputy- 
Governor,  Mr.  Prescott,  were  examined  at  great  length  before 
each  Committee,  and  expressed  their  unqualified  approbation  of 
the  Act  of  1844,  and  the  manner  it  had  worked.  The  object  of 
the  Act  was  to  place  the  circulation  of  this  country  exactly  in 
the  same  position  as  it  would  have  been  if  the  currency  had 
been  entirely  metallic. 

"  Your  opinion  is,  then,  that  with  regard  both  to  the  contrac- 
tion of  the  currency  and  the  expansion  of  the  currency,  they 
would  both  have  taken  place  precisely  in  the  same  mode,  and  to 
the  same  degree,  had  the  currency  been  purely  metallic  ?  " 

Mr.  Morris — "  Yes,  I  have  not  the  slightest  doubt  upon  the 
subject." 

They  said  that  its  object  was  to  secure  the  convertibility  of 
the  note,  which  it  had  effectually  done.  That  the  Bank  acted 
erroneously  in  the  spring  of  1847  in  not  raising  their  rate  of 
discount  sooner,  which  much  contributed  to  the  monetary 
pressure  in  April.  They  said  that  the  Government  letter  of  the 
25th  October  was  not  sought  for  by  them,  nor  issued  in  any 
way  at  their  instance,  that  they  had  no  fear  whatever  for  the 
Bank,  and  that  it  was  not  required  to  maintain  the  solvency  of 
the  Bank;  but,  nevertheless,  it  had  the  best  effects  in  allaying 
the  commercial  panic.  That  the  panic  would  inevitably  have 
occurred  even  without  the  Act  of  1844,  but  that  Act  brought 
it  on  sooner,  ami  probably  made  it  less  severe.  That  the  great 
merit  of  the  Act  was,  that  when  the  presure  did  come,  the  Bank 
was  in  possession  of  £8,000,000  of  treasure;  that  if  the  Bank  had 
been  left  free  it  would  probably  have  followed  the  course  of 
dangerous  liberality  which  it  had  done  on  so  many  previous 
occasions.  Thai,  though  the  Government  letter  did  relieve  the 
panic,  it  would  probably  have  passed  away  without  it.  They 
earnestly  deprecated  any  alteration  of  the  Act,  except  that  they 
thought  the  permission  to  issue  notes  upon  silver  bullion  too 
limited. 

33.  Mr.  S.  Gurney  agreed  in  blaming  the  management  of  the 
Bank  during  the  first  three  months  of  1847,  and  said,  that  if  the 
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I  >nnk  had  commenced  restrictive  measures  much  earlier,  the 
pressure  of  April  would  have  been  mitigated.  He  said,  that  in 
October  the  rapid  diminution  of  the  reserve  caused  a  very 
general  distrust  among  the  public  as  to  how  they  were  to  obtain 
circulating  medium.  The  wealthy  and  more  powerful  took  care 
very  largely  to  over-provide  themselves,  infinitely  beyond  the 
necessities  of  the  case.  The  consequence  was,  that  the  notes  in 
the  hands  of  the  public  amounted  to  nearly  £21,000,000,  of 
which  he  had  no  doubt  that  four  or  five  millions  were  locked  up 
and  inoperative  in  consequence  of  the  alarm  and  fear  of  not 
being  able  to  get  Bank  notes  at  all.  In  illustration  of  this,  he 
said  that  his  own  house  was  largely  called  upon  for  money  on 
Saturday,  the  23rd,  not  from  distrust  of  the  house,  but  from 
doubt  that  Bunk  notes  were  to  be  had  at  all.  They  applied  to 
the  Bank  for  discount  to  a  large  amount,  which  was  agreed  to, 
but  they  were  told  the  rate  must  be  1 0  per  cent. ;  upon  remon- 
strating with  the  Governor,  and  saying  that  it  would  have  the 
worst  effect  if  it  became  known  that  their  house  was  paying  10 
per  cent,  for  money,  the  rate  was  finally  agreed  upon  at  9  per 
cent.  At  this  rate'they  took  £200,000.  On  Monday,  the  25th, 
however,  the  demand  was  again  very  heavy,  and  they  applied  for 
£200,000  more.  It  was  a  case  of  difficulty  with  the  Bank  under 
its  reduced  reserve  and  the  limitation  of  the  x\ct,  and  a  final 
decision  was  postponed  till  two  o'clock.  At  one  o'clock,  however, 
the  letter  from  the  Government  was  announced,  authorizing  the 
relaxation.  Its  effect  was  immediate.  Those  who  had  sent 
notice  for  their  money  in  the  morning  sent  word  that  they  did 
not  want  it,  and  that  they  had  only  ordered  payment  by  way  of 
precaution.  After  the  notice,  they  only  required  £100,000 
instead  of  £200,000,  the  alarm  passed  off,  and  by  the  end  of  the 
week  they  had  to  ask  the  Bank,  as  a  favour,  to  be  allowed  to 
repay  the  money  they  had  taken.  Mr.  Gurney  stated,  that  the 
experience  of  the  last  two  years  had  altered  his  opinion  respect- 
ing the  Act,  and  that  he  thought  it  necessary  there  should  be  a 
relaxing  power  somewhere. 

34.  Lord  Overstone  was  of  opinion  that  the  Act  of  1844  had 
no  effect  whatever  in  aggravating  the  pressure  in  April ;  that  the 
course  pursued  by  the  Bank  from  January  to  April  was  ex- 
tremely erroneous  and  detrimental  to  the  public  interest,  and  was 
only  stopped  by  the  positive  provisions  of  the  Act;  and,  if  that 
system  of  procedure  had  not  been  so  stopped,  it  must  have 
ended  in  the  most  disastrous  consequences. 

35.  Mr.  George  Carr  Glynn  had  been  of  opinion  before  the  Act 
passed  that  the  division  of  the  Bank  into  the  issue  and  banking 
department  was  a  desirable  experiment,  but,  after  the  experience 
of  the  preceding  year,  considered  that  it  had  decidedly  failed. 
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36.  The  Committee  of  the  Commons,  presented  their  report 
on  the  8th  June,  1848.  It  entered  into  no  philosophical  examina- 
tion of  the  correctness,  or  the  contrary,  of  the  opinions  of  the 
witnesses  ;  it  aspired  to  and  attained  to  no  higher  function  than 
acting  as  a  kind  of  preface  to  the  mass  of  evidence,  but  concluded 
by  stating  the  opinion  of  the  Committee  that  it  was  not  expe- 
dient to  make  any  alteration  in  the  Act  of  1844.  The  Report 
of  the  Committee  of  the  Lords  was  presented  in  July,  and  was 
a  much  more  elaborate  production.  It  not  only  examined  the 
evidence  at  considerable  length,  but  pronounced  an  opinion  of 
its  own,  and  recommended  that  the  Act  should  be  so  far 
amended  as  to  introduce  a  discretionary  relaxing  power,  which 
was  only  to  be  exercised  during  the  existence  of  a  favorable 
foreign  exchange. 

37.  On  the  22nd  of  August  Mr.  Herries  moved  that  the 
House  would,  early  next  Session,  take  the  Report  into  con- 
sideration, which  motion  was  negatived.  In  the  next  Session 
he  made  another  attempt  to  induce  Parliament  to  alter  the  Act, 
but  without  avail. 

38.  After  the  severe  medicine  the  body  commercial  had  been 
subjected  to  by  the  great  crisis  of  1847,  which  there  can  be  little 
doubt  was  of  great  service,  by  removing  houses  that  had  been 
insolvent  for  years,  the  commerce  of  the  country  was  established 
on  a  sounder  basis,  and  had  gone  on,  generally  speaking,  with 
great  prosperity  up  to  the  present  time.  The  chances  of  war  led 
to  a  great  demand  for  shipping,  and,  of  course,  much  speculative 
dealing  in  that  property.  This  occurred  especially  at  Liverpool 
in  the  autumn  of  1854,  and  Led  to  some  very  extensive 
failures.  The  revelations  which  ^ensued  from  these  failures 
disclosed  that  the  same  inveterate  and  abominable  practices  of 
accommodation  paper  were  again  rampant.  Fictitious  bills  to  an 
enormous  amount  were  fabricated  among  persons  who  were  in 
the  same  species  of  business,  and  were  negociated  all  over  the 
kingdom.  Other  parties  resorted  to  practices  even  more  dis- 
graceful still,  if  possible.  These  great  failures,  which  are  too 
well  known  to  require  naming  here,  gave  credit  a  very  serious 
shock;  in  addition  to  which,  a  considerable  number  of  persons 
who  were  engaged  in  extravagant  over-trading  in  Australia 
suffered  severe  losses.  As  the  next  year,  however,  passed  on, 
credit  somewhat  became  and  is  now  in  a  sounder  position  than 
it  was  then.  There  is  nothing  to  call  for  special  remark,  except 
that  a  great  drain  of  bullion  began  from  the  Bank  of  England 
at  the  end  of  June,  and  continued  rapidly  and  steadily  till  the 
middle  of  October.  On  the23rdof  June  it  stood  at  £18,169,000, 
including  the  coin  and  bullion  in  both  departments;  and  by  the 
L3th  of  October  it  was  reduced  to   £1  1,752,300.     The  causes  of 
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this  great  outflow  are  not  sufficiently  ascertained  yet,  for  us  to 
reason  upon  them  with  accuracy.  Some  attributed  it  to  the 
purchases  of  corn  which  the  high  price  of  wheat  here  caused  to  be 
made  for  importation — some  to  operations  of  the  Bank  of  France. 
Time  will  probably  furnish  us  with  more  satisfactory  and  accu- 
rate information.  "What  the  causes  were  is  of  comparatively 
slight  moment.  We  are  happy  to  say  that  the  Bank  of  England 
acted,  in  this  case,  with  a  promptitude  and  decision  most  favor- 
ably contrasted  with  its  former  errors.  The  rate  of  discount 
was  rapidly  raised,  to  enhance  the  value  of  money.  On  no 
former  occasion  has  the  rise  been  so  frequent  and  extensive  in 
so  short  a  time ;  but  the  effect  produced  was  most  salutary. 

39.  The  following  table,  taken  at  intervals,  shews  the  bullion 
in  the  Bank,  and  the  rate  of  discount: — 


1855. 

Bullion  in  the  Issue 
Department. 

Rate  of  Discount. 

January 

4 

20 

£ 
13,180,835 
11,880,560 

5  per  cent. 

February 

22 

12,313,230 

March 

22 

13,479,975 

55 

April 
May 

55 

12 

3 

17 

14,392,500 
14,791,785 
15,336,510 

4^-  per  cent. 
4          „ 

33 

3) 

31 

16,337,685 

33 

June 

14 

17,056,945 

34-  per  cent. 

55 

July 
August 

28 

19 

9 

17,429,435 
16,631,890 
15,601,590 

35 
53 

September 

6 

14,368,010 

4  per  cent. 

55 

13 

13,66S,005 

4^-  per  cent. 

53 

27 

12,695,250 

5  per  cent. 

October 

4 

12,368,255 

5^  per  cent. 

55 

18 

11,205,855 

6  per  cent,  for  bills 
not  longer  than 

November 

8 

10,741,320 

60  days. 
7  per  cent,  for  bills 

December 

6 

10,580,570 

not  longer  than 
95  days. 

" 

27 

10,369,595 

35 

For  several  preceding 
Money  Market  to  be  as 
29th  of  December  it  said 


weeks   the  Economist  reported  the 
tight  as  it  could  well  be.     But  on  the 
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"  The  Money  Market  continues  as  stringent  as  it  can  well  be, 
and  no  bills  can  be  discounted  under  the  Bank  rates.  Paper  at 
long  dates  cannot  Ik-  discounted  on  any  terms.  The  great  extent 
of  our  trade,  as  indicated  by  the  returns  for  November,  confirms 
the  suspicion  awakened  by  the  continued  demand  for  money, 
that  trade  has  received  no  serious  check  from  the  advance  in 
the  rate  of  discount,  and  is  still  more  extensive  than  prudence 
warrants,  or  in  the  end  will  be  justified." 

40.  This  most  judicious  conduct  on  the  part  of  the  Bank, 
which  merited  nothing  but  the  most  unqualified  commendation, 
excited  a  great  clatter  amongst  a  certain  number  of  people  who 
think  that  money  is  to  be  created  ad  libitum  by  writing  "  pro- 
mises to  pay"  on  bits  of  paper,  when  there  is  no  money  to  pay 
them  with,  and  who  think  it  possible  to  send  one's  money  abroad 
and  also  to  have  it  at  home.  The  papers  were  filled  for  weeks 
with  letters  and  articles  exhibiting  all  the  rank  follies  which 
were  once  prevalent  on  the  subject  of  the  price  of  corn,  and 
which  have  been  so  admirably  exposed  by  Adam  Smith.  But  in 
this  respect  a  most  marked  and  healthy  change  has  been  of  late 
years  most  manifest  in  the  majority  of  public  writers.  The 
great  majority  now  understand  that  the  rate  of  discount  is  the 
true  regulating  power  of  the  paper  currency,  and,  instead  of 
assailing  the  Bank  with  howls  and  execration  when  it  does  its 
duty  in  raising  its  rate,  they,  with  a  few  exceptions,  now  univer- 
sally commend  it.  This  is  great,  real,  and  sound  progress  in  the 
spread  of  true  Economic  science. 

41.  At  the  end  of  this  year  the  Queen  exercised  the  power 
reserved  in  the  Act  of  1844,  to  enable  the  Bank  of  England  to 
extend  its  issues  to  not  more  than  two-thirds  of  the  amount  of 
those  of  any  banks  of  issue  that  might  cease  to  issue  notes. 
From  the  passing  of  the  Act  up  to  this  period  forty-seven  banks, 
whose  authorized  issues  amounted  to  £712,623,  ceased  to  issue 
their  own  notes,  and,  on  the  13th  December,  1S55,  the  Queen  in 
Council  issued  an  order  authorizing  the  Bank  of  England  to 
increase  its  issues  to  the  amount  of  £475,000  upon  public  securi- 
ties. But  this  is  not  the  bondfide  increase  to  the  issuing  power 
of  the  Bank.  For  in  the  year  1854  the  Clearing  House  was 
organized  on  a  better  plan,  and  whereas  before  that  an  average 
amount  of  £200,000  of  bank  notes  were  required  to  adjust  its 
transactions,  by  the  new  system  these  were  totally  dispensed 
with,  and  no  notes  at  all  are  now  required.  Moreover,  by  the 
admission  of  the  join!  stock  banks  to  the  Clearing  Souse,  they 
are  saved  from  keeping  an  enormous  amount  of  notes  to  meet 
the  "bankers'  charges,11  which  may  safely  be  calculated  at 
£500,000.  These  notes,  therefore,  are  now  available  to  the 
Bank  to  use   for   commercial  purposes,  and,  consequently,  are 
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to  be  considered  as  so  much  additional  power  of  issue  to  the 
Bank,  which  lias  thus  in  reality  acquired  an  increased  power  of 
issue  to  the  amount  of  £1,175,000  since  the  Act  of  1844.  Up 
to  February,  1857,  seven  other  banks,  whose  aggregate  issues 
amounted  to  £111,020,  have  ceased  to  issue  notes,  but  no  further 
power  was  granted  to  the  Bank  to  extend  its  issues  until  this 
year. 

42.  For  several  months  after  the  beginning  of  1856  the 
Money  Market  continued  in  a  state  of  great  "  tightness,"  and 
the  bullion  in  the  Bank  scarcely  varied.  The  lowest  was  on  the 
26th  April,  when  it  stood  at  £9,081,675;  after  that  it  gradually 
rose,  and  the  rate  of  discount  fell  in  summer  to  about  4|-  to  4|, 
but  in  October  the  bullion  fell  very  considerably  again,  and 
discount  rose  to  7  and  8  per  cent.,  and  a  pressure  followed  of 
about  the  same  severity  as  in  1855,  and  continued  with  very 
little  variation  to  the  end  of  the  year. 

The  Crisis  of  1857. 

43.  The  crisis  we  have  just  been  considering  was  the  in- 
evitable termination  of  a  multiplicity  of  derangements  of  the 
proper  course  of  commerce.  No  one  conversant  with  commercial 
history  could  fail  to  foresee  that  the  entanglements  of  so  large  a 
portion  of  the  public  with  railway  speculations,  and  the  losses 
caused  by  the  failure  of  the  harvest  must  produce  a  crisis.  We 
have  seen  that  this  crisis  gave  a  fatal  blow  to  the  prestige  of  the 
Bank  Act  of  1844,  which  was  enacted  in  express  contradiction 
to  the  opinions  of  the  most  experienced  authorities  of  former 
times,  whom  it  professed  to  follow.  They  had  always  protested 
against  imposing  a  numerical  limit  on  the  issues  of  the  Bank. 
The  experience  of  the  crisis  of  1847,  amply  confirming  that  of 
1793,  1797,  and  1S25,  shewed  that  such  restrictions  cannot  be 
maintained  in  the  paroxysm  of  a  great  crisis  without  endanger- 
ing the  existence  of  the  whole  mass  of  commercial  credit. 

The  crisis  we  are  now  going  to  describe  was  of  a  very 
different  nature.  It  burst  upon  the  world  in  the  most  unexpected 
manner.  It  gave  no  premonitory  symptoms  which  were  apparent 
to  any  but  very  watchful  and  experienced  eyes;  and,  when  it  did 
come,  it  revealed  a  depth  of  rottenness  in  the  commercial  world 
which  appalled  every  one,  and  proved  to  be  of  much  severer 
intensity  than  that  of  1847. 

44.  The  supporters  of  the  Act  were  much  crest-fallen  by  its 
failure  in  1847,  but  they  took  courage  again  after  the  Crimean 
war.  The  Act  had  been  subjected  to  the  test  of  a  great  com- 
mercial crisis  and  had  failed.  It  was  now  subjected  to  the  test 
of  a  war,  and  many  of  its  opponents  predicted  that  it  would  fail 
again ;  but   it  did  not.      Its    effects  during  the  Crimean  war 
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were  probably  salutary;  but  the  war  did  not  proceed  to  such  a 
length  as  to  test  its  powers  severely.  Peace  was  restored  before 
the  resources  of  the  country  were  in  any  manner  strained. 

We  have  said  above  that  the  rate  of  discount  in  the  Autumn 
of  1856  was  7  and  8  per  cent.  It  was  gradually  reduced,  and  on 
December  4th  it  was  6£,  and  on  the  18th  6  per  cent.,  and 
continued  so  till  the  autumn  of  1857. 

These  rates  were,  of  course,  very  much  higher  than  the  average 
ones  of  former  times,  and  they  were  one  ground  of  accusation 
brought  by  many  against  the  Act.  But,  in  truth,  they  were  its 
very  merit.  The  directors  had  now  learnt  from  experience, 
and  it  was  these  very  variations  which  preserved  the  security  of 
the  Bank. 

In  August  nothing  seemed  amiss  to  the  public  eye.  "Things 
were  then  pretty  stationary,"  said  the  Governor  of  the  Bank — 
"  the  prospects  of  harvest  were  very  good;  there  was  no  appre- 
hension that  commerce  at  that  time  was  otherwise  than  sound, 
There  were  certain  more  far-seeing  persons  who  considered  that 
the  great  stimulus  given  by  the  war  expenditure,  which  had 
created  a  very  large  consumption  of  goods  imported  from  the 
East  and  other  places,  must  now  occasion  some  collapse,  and 
still  more  those  who  observed  that  the  merchants,  notwithstand- 
ing the  enhanced  prices  of  produce,  were  nevertheless  importing 
as  they  had  done  successfully  in  the  previous  years.  But  the 
public  certainly  viewed  trade  as  sound,  and  were  little  aware 
that  a  crisis  of  any  sort  was  impending,  far  less  that  it  was  so 
near  at  hand." 

The  bullion  at  this  time  was  £10,606,000,  the  reserve 
£6,296,000,  and  the  minimum  rate  of  discount  5^,  when  on 
the  17th  August  the  Bank  entered  into  a  negociation  with  the 
East  India  Company  to  send  one  million  in  specie  to  the  East. 

45.  Things  were  in  this  state  when,  about  the  middle  of 
September,  news  came  of  a  great  depreciation  of  American  rail- 
road securities.  It  was  found  that  for  a  long  time  they  had 
been  carrying  on  an  extravagant  system  of  management,  and 
paying  dividends  not  earned  by  the  traffic.  The  system  had  at 
last  collapsed,  ami,  of  course,  an  enormous  depreciation  of  their 
stock  followed,  to  the  amount  of  nearly  20  per  cent.  It  was 
supposed  thai  as  much  as  eighty  millions  of  this  stock  was  held 
in  England,  and  thai  the  effects  of  tins  fall  would  be  very 
serious.  On  the  25th  August  the  Ohio  Life  and  Trust  Com- 
]>'(n!/,  with  deposits  to  the  amount  of  £1,200,000,  stopped 
payment.  The  panic  spread  throughoul  the  Union.  Discount 
rose  to  18  and  24  per  cent.  On  the  17th  October  news  came 
that  L50  banks  in  Pennsylvania,  Maryland,  Virginia,  and  Rhode 
Island  had  stopped  payment.  The  drain  was  then  beginning  to 
be  severe  <>n  the  Bank  of  England.     On  the  8th  the  bullion  was 
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£9,751,000,  the  reserve  £4,931,000,  and  discount  was  raised  to 
6  per  cent.  On  the  12th  the  rate  at  Hamburg  was  7f,  and 
bullion  was  flowing  towards  New  York;  discount  was  then 
raised  to  7  per  cent.  About  this  time  rumours  strongly  affect- 
Lag  the  Western  Bank  of  Scotland  were  abroad.  On  the  19th 
discount  Mas  raised  to  8  per  cent.  The  commercial  disasters 
were  increasing  in  America.  In  one  week  the  Bank  of  France 
lost  upwards  of  a  million  sterling.  The  bullion  in  the  Bank  had 
sunk  to  £8,991,000,  and  the  reserve  to  £4,115,000.  Discount 
was  raised  to  7£  in  Paris,  and  to  9  per  cent,  at  Hamburg.  On 
the  26th  a  deputation  from  the  Western  Bank  of  Scotland 
applied  for  assistance,  but  the  Bank  was  afraid  to  undertake  so 
enormous  a  concern.  The  Borough  Bank  of  Liverpool  was  also 
in  difficulties,  and  after  some  time  the  Bank  agreed  to  assist 
them  to  the  amount  of  £1,500,000  on  condition  of  their  winding 
up.  But  the  arrangements  fell  through  in  consequence  of  the 
Liverpool  Bank  closing  its  doors  before  it  was  completed. 

46.  On  the  13th  October  a  general  run  took  place  on  the  New 
York  banks,  in  consequence  of  the  severe  measures  of  restriction 
they  were  obliged  to  adopt  to  protect  themselves.  Eighteen 
immediately  stopped,  and  soon  afterwards,  out  of  63  banks, 
only  one  maintained  its  payments.  This  immediately  reacted 
on  Liverpool  and  Glasgow,  which  were  much  involved  with 
American  firms.  By  the  19th  October  the  failures  began  to  be 
numerous  in  this  country.  Uneasiness  greatly  increased  in 
London.  On  the  28th  the  principal  discount  house  applied  to 
the  Bank  for  an  assurance  that  they  would  give  them  any  assist- 
ance they  might  require.  On  the  30th  an  express  came  for 
£50,000  (sovereigns)  for  a  Scotch  bank,  part  of  £170,000,  and 
£80,000  for  Ireland.  On  the  5th  November  discount  was  raised 
to  9  per  cent.  The  great  house  of  Dennistoim,  with  liabilities 
of  nearly  two  millions,  stopped  payment  on  the  7th,  and  the 
Western  Bank  of  Scotland  closed  its  doors  on  the  9th.  Failures 
in  Loudon  were  rapidly  on  the  increase.  Purchases  and  sales  of 
stock  were  enormous,  much  beyond  what  they  had  ever  been 
before.  The  bullion  in  the  Bank  had  sunk  to  £7,719,000,  and  the 
reserve  to  £2,834,000.  On  the  9th  discount  was  raised  to  10 
per  cent.  On  the  10th  November  a  large  discount  house  applied 
to  the  Bank  for  £400,000.  The  Bank  of  France  raised  its  rates 
to  8,  9,  and  10  per  cent,  for  one  two  and  three  months.  Another 
English  bank  was  assisted.  The  City  of  Glasgow  Bank  then 
stopped.  On  that  day  the  discounts  at  the  Hank  were  £l",126,000. 
On  the  10th  and  11th  upwards  of  one  million  sterling  in  gold 
was  sent  to  Scotland,  and  there  was  a  great  demand  from  Ireland. 
On  the  I  lth  Sanderson  and  Co.,  the  great  bill  brokers,  stopped 
payment,  with  deposits  of  3^  millions.  On  the  12th  the  discounts 
at  the  Bank  were  £2,373,000.     On  the  11th,  in  consequence  of 
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these  sudden  demands  for  Scotland  and  Ireland,  the  bullion  was 
reduced  to  £6,606,000,  and  the  reserve  to  £1,462,000. 

47.  As  the  failures  in  London '  became  more  tremendous, 
discounts  became  more  and  more  contracted.  The  stunning 
news  of  the  stoppage  of  so  many  banks  created  a  banking  panic. 
Private  banks  stopped  discounting  altogether.  The  only  source 
of  discount  was  the  Bank  of  England.  The  public,  however, 
and  the  directors  knew  that  the  precedent  of  184V  must  be 
followed,  and,  though  they  made  no  direct  application  to  the 
Government  for  the  suspension  of  the  Act,  they  laid  the  state  of 
the  Bank  continually  before  them,  and  continued  to  discount  as 
if  they  knew  the  Act  must  be  suspended.  At  last  private  per- 
sons, being  unable  to  obtain  discounts,  began  to  make  a  run  for 
their  balances.  When  universal  ruin  was  at  last  impending,  the 
Government,  on  the  12th  November,  sent  a  letter  to  the  Bank  to 
say,  that  if  they  should  be  unable  to  meet  the  demand  for  dis- 
counts and  advances  upon  approved  securities,  without  exceeding 
the  limits  of  their  circulation  prescribed  by  the  Act  of  1844,  they 
would  be  prepared  to  propose  to  Parliament  a  Bill  of  Indemnity 
for  any  excess  so  issued.  In  order,  however,  to  prevent  the 
temporary  relaxation  of  the  Act  from  being  extended  beyond 
the  necessities  of  the  case,  the  rate  of  discount  was  not  to  be 
reduced  below  their  present  rate,  10  per  cent. 

48.  The  issue  of  this  letter  immediately  calmed  the  public 
excitement.  But,  on  the  evening  of  the  12th,  the  total  banking 
reserve  of  the  Bank  and  all  its  branches  was  reduced  to  £581,000. 
Truly,  said  the  Governor  of  the  Bank,  to  the  question  132,  "  Sup- 
posing the  letter  in  question  had  not  been  issued  on  that  day, 
would  the  Bank,  on  the  morning  of  the  13th,  have  been  in  a 
condition  to  continue  its  discounts  ? — No;  certainly  not. 

"  133.  "Would  it  not  have  been  compelled  to  announce  it  could 
not  discount  any  more  commercial  paper? — Yes,  or  nearly  so. 

"  138.  Is  it  not  likely  that  the  announcement  of  the  cessation 
of  discounts  at  the  Bank  of  England  would  have  increased  the 
alarm  of  the  mercantile  public  in  London? — Materially. 

"  139.  Would  not  an  increased  alarm  on  the  part  of  the  mer- 
cantile public  have  naturally  led  to  an  increased  demand  upon 
the  bankers? — It  would  have  led  to  immediate  failures,  and 
would  so  far  have  lessened  the  quantity  of  bills  coming  for  dis- 
count by  the  number  of  bills  which  were  actually  rendered  un- 
available. 

"  140.  Without  reference  to  bills,  do  you  not  think  it  likely 
thai  there  would  have  been  increased  demands  upon  the  bankers, 
which  would  bave  compelled  them  to  withdraw  a  portion  of  their 
deposits  from  the  Hank  of  England? — I  think  certainly  that  in 
part  there  would  have  been." 
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To  shew  the  state  the  Bank  was  reduced  to,  the  Governor 
gave  in  :i  paper  to  the  Committee  with  the  following  figures, 
shewing  its  reserve  on  the  11th  and  12th  November: — 

On  Wednesday,  November  11th,  the  reserve  consisted  of — 

£  £ 

Notes  in  London 375,005 

„      at  Branches  582,700 

957,715 

Gold  coin  in  London  310,784 

„         at  Bi-anches    97,665 

408,449 

Silver  coin  in  London 44,046 

„  at  Branches  51,948 

95,994 

Total  Reserve £1,462,153 


On  Thursday,  November  12th,  at  night,  the  reserve  consisted 
of— 

£  £ 

Notes  in  London   68,085 

„      at  Branches   62,545 

130,630 


Gold  coin  in  London   274,953 

„         at  Branches 83,255 

Silver  coin  in  London      41,106 

„         at  Branches    50,807 


358,208 
91,913 


Total  Reserve  £580,751 


That  is  to  say,  that  the  total  reserve  in  London  on  the  evening 
of  the  12th  was  £384,144.  Such  were  the  resources  of  the 
Bank  of  England  to  commence  business  with  on  the  morning  of 
the  13th!  Truly,  said  the  Governor,  it  must  have  entirely 
ceased  discounting,  which  would  have  brought  an  immediate 
run  upon  it;  and  the  bankers'  balances  alone  were  £5,458,000. 
It  is  easy  to  see  that  the  Bank  could  not  have  kept  its  doors 
open  an  hour. 

49.  The  Governor  of  the  Bank  said  that  the  panic  of  185  7 
was  not  so  great  as  that  of  1847,  but  the  real  commercial 
pressure  was  more  intense.  This  is  proved  by  the  fad,  that 
while  in  the  former  year  the  issue  of  the  letter  immediately 
allayed  the  panic,  and  by  that  means  stopped  the  demand  for 
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notes,  and  there  was  only  required  an  issue  of  £400,000  in  notes 
to  surmount  all  difficulties,  which  did  not  exceed  the  statutory 
limits;  in  1857  the  issue  of  the  Government  letter  produced  no 
cessation  of  demand  for  advances.  The  statutory  limit  was 
£14,475,000  of  notes  issued  on  securities,  and  there  were  issued 
in  excess  of  these — 


£ 

Nov.   13  186,000 

„      14 622,000 

„      16 860,000 

„      17  S-36,000 


£ 

Nov.   23 397,000 

„      24     317,000 

„      25 81,000 

„      26 243,000 


„  18 852,000  „  27 342,000 

„  19 896,000  I        „  28 184,000 

„  20 928,000  :        „  30 15,000 

„  21  617,000 

On  the  meeting  of  Parliament  an  Act  was  passed  permitting 
a  temporary  suspension  of  the  Bank  Act  till  February  1st,  1858, 
provided  the  directors  did  not  reduce  their  discount  below  10 
per  cent.  On  the  24th  December  they  reduced  it  to  8  per  cent., 
thereby  reviving  the  operation  of  the  Act. 

In  1858  the  inevitable  consequence  followed  from  the  great 
crash  of  1857.  The  enormous  mass  of  false  trading  being- 
cleared  away  money  naturally  flowed  into  the  Bank,  and  the 
quantity  of  bullion  gradually  and  steadily  increased  up  to  the 
end  of  the  year.  The  Bank  now  learnt  to  adopt  much  higher 
rates  of  discount  than  formerly.  In  1847  it  kept  the  rate  at  5 
per  cent,  while  the  bullion  was  under  £10,000,000;  in  1858  the 
rate  of  5  per  cent,  was  maintained  till  the  bullion  exceeded 
£15,000,000 — a  great  advance  in  sound  principle. 

50.  In  our  Dictionary  of  Political  Economy,  Art.  Banking 
in  England,  §  254,  published  not  long  after  this  great  crisis,  we 
said: — "This  year  (1858)  passed  away  in  great  tranquillity, 
persons  not  yet  having  forgotten  the  lesson  of  1857.  But  we 
cannot  doubt,  judging  by  all  former  experience,  that  an  uneasy 
spirit  will  soon  lie  abroad  again  ;  we  cannot  doubt,  that  the  brood 
of  speculators  are  now  anxiously  casting  about  to  see  if  they  can 
plant  the  seeds  of  the  next  crisis,  and  it  is  the  duty  of  those  who 
are  now  at  the  head  of  monetary  affairs  to  be  on  the  watch  to 
counteract  all  such  attempts  as  they  can  detect;  and,  in  the 
meantime,  the  most  interesting  question  at  the  present  time,  in 
a  hanking  point  of  view,  is — What  is  to  be  the  next  mania  V11 

Time  lias  given  an  answer  to  this  question.  There  is  nothing 
special  to  arresl  <>ur  attention  during  the  next  lew  years.  The 
rates  of  discount  continued  generally  moderate  through  L859  and 
I860.  In  February,  1861,  it  rose  lor  a  short  time  to  8  percent., 
but  soon  subsided  again.     The  unhappy  civil  war  in  America  then 
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being  imminent,  created  natural  apprehension  as  to  our  cotton 
supplies,  and  most  persons  could  foresee  that  this  would  lead  to 
monetary  complications.  These,  however,  were  for  the  future. 
Through  1861  and  1862  the  Money  Market  was,  generally  speak- 
ing, extremely  easy,  the  issue  of  paper  money  by  both  the 
belligerent  Governments  having  the  inevitable  effect  of  driving 
bullion  over  to  this  country;  consequently  trade  flourished 
amazingly,  and  the  price  of  money  was  very  easy. 

51.  And  so  things  went  on  till  October,  1863,  when  every 
one  began  to  foresee  a  disturbance  in  the  Money  Market.  In 
the  first  place,  the  rapid  rise  in  the  price  of  cotton,  from  the 
failure  of  the  supply  from  the  Southern  States  of  America, 
forced  up  the  price  to  a  great  height.  The  world  had  to  be 
searched  to  produce  the  supply.  Immense  quantities  came  from 
the  East  Indies,  from  Egypt,  and  from  the  Brazils,  besides  other 
quarters.  This  vast  trade  being  suddenly  created,  had  to  be 
paid  for  in  cash,  as  we  have  explained  in  the  chapter  on 
Exchanges.  Consequently  a  great  drain  of  silver  began  towards 
the  East,  which  was  obtained  from  Paris  and  Hamburg,  the 
great  marts  for  silver,  as  London  is  for  gold.  The  Italian  Govern- 
ment, too,  contracted  a  loan  at  this  period. 

The  law  of  limited  liability  began  to  operate  at  the  same  time, 
and  the  number  of  new  companies  being  formed  under  it  inspired 
uneasiness.  The  Bank  of  France  lost  great  quantities  of  specie. 
The  Bank  of  England  raised  its  rate  twice  in  one  week,  from  5 
to  6,  and  then  to  7.  The  Bank  of  France  also  raised  its  rate  to 
7,  and  spoke  of  issuing  50  franc  notes;  on  the  2nd  of  December 
the  Bank  raised  its  rate  to  7,  and  on  the  3rd  to  8.  At  the  same 
time  a  great  fall  took  place  in  the  Russian  Exchange,  in  con- 
sequence of  certain  Government  measures  not  having  succeeded. 
In  consequence  of  these  circumstances  the  reserves  of  the  Bank 
were  considerably  strengthened  after  a  short  time.  But  in 
January,  1864,  a  fresh  export  of  specie  began  and  continued  with 
great  severity  till  the  middle  or  end  of  May,  so  that  discount 
varied  from  8  to  7,  and  6,  and  again  up  to  9.  In  May  the  Bank 
agam  -raised  its  rate  twice  in  one  week  to  9.  With  a  few 
fluctuations  this  great  pressure  continued  all  through  the  summer. 
Having  fallen  to  6  per  cent,  in  June,  it  gradually  rose  again  to 
9  in  September.  After  that  it  gradually  fell  to  3  per  cent,  in 
June,  1865. 

52.  Already  in  March,  1864,  the  numbers  of  new  companies 
formed  under  the  limited  liability  principle  gave  great  un- 
easiness. Up  to  that  time  it  appeared  there  were  263  companies 
formed  with  a  nominal  capital  of  £78,135,000,  out  of  which  2  7 
were  banks,  and  15  discount  companies.  In  August,  1864,  the 
long-dated  acceptances  of  the  new  financial  companies  began  to 
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press  on  the  market,  and  lay  the  foundations  of  the  crisis  of 
18G6.  In  April  the  Bank  of  England  joined  the  Clearing  House, 
thereby  still  further  economizing  the  use  of  Hank  notes. 

On  the  8th  of  September  the  Bank  raised  its  rate  to  9  per 
cent.,  and  this  measure  stopped  the  foreign  drain,  lowered  the 
price  of  foreign  commodities,  and  strengthened  their  reserves. 
The  price  of  cotton  was  greatly  lowered  owing  to  the  expected 
peace  in  America,  and  this  rise  in  the  rate  of  discount,  striking 
on  a  falling  market,  produced  an  immense  curtailment  of  business 
in  all  directions. 

TJie  Great  Crisis  of  May,  1866. 

53.  On  the  20th  June,  1865,  the  rate  of  discount  reached  its 
minimum,  3  per  cent.  On  the  5th  August  it  was  raised  to  4, 
and  then  gradually  and  continuously,  with  very  slight  fluctuations, 
till  it  culminated  in  the  crisis  of  May,  1866. 

In  November  a  strong  foreign  drain  began,  the  exchange  fell, 
and,  this  growing  stronger  in  January,  1866,  the  Bank  raised  its 
rate  on  the  6th,  to  8.  This  had  some  effect  in  arresting  the  drain, 
but  it  did  not  bring  in  fresh  supplies  from  abroad.  At  this  period 
the  National  Provincial  Bank  began  to  Bank  in  London,  and,  in 
consequence,  were  obliged  by  law  to  give  up  their  issues,  which 
amounted  to  £442,371.  Several  other  banks  having  ceased  to 
issue,  since  the  Bank  of  England  had  been  last  authorised  to 
increase  its  issues,  it  was  now  permitted  to  increase  its  issues 
on  securities  to  £15,000,000.  The  high  rate  of  interest  here 
caused  a  good  deal  of  foreign  money  to  be  invested  in  long-dated 
bills. 

Towards  the  end  of  January  the  difficulties  began,  which 
brought  on  the  panic  in  May.  Future  investigations  will  no 
doubt  throw  a  clearer  light  on  these  circumstances,  and  we  had 
better  defer  discussing  them  till  we  have  more  authoritative 
revelations.  But  it  may  be  stated  generally  that  these  Finance 
and  Discount  Companies  had  advanced  enormous  sums  of  money 
to  promote  great  enterprises  such  as  railways,  and  other  schemes, 
which  could  never  repay  their  cost  until  they  were  completed, 
which  might  take  years  to  do.  The  first  Company  that  went 
was  the  Joint  Stock  Discount  Company  in  February.  This  spread 
a  general  feeling  of  alarm,  as  the  doings  of  this  Company  were 
merely  a  type  of  a  large  amount  of  business  which  was  known 
to  have  been  engaged  in  by  numerous  other  companies.  In 
March  Bamed's  Bank  at  Liverpool  stopped  payment,  with 
liabilities  of  upwards  of  :\\  millions.  Several  greal  railway 
contractors  suspended,  involving  in  discredit  the  companies 
with  whom  they  were  known  to  have  "financed." 

54.  On  the  3rd  of  May  the  Bank  raised  its  discount  to  V  per 
cent.    Everyone  now  felt  that  the  Long-dreaded  crisis  was  at  last 
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come.  The  air  was  thick  with  rumours.  Every  one  knew  now 
thai  it  was  merely  a  question  of  weeks,  perhaps  of  days,  when  the 
storm  should  hurst.  On  the  8th  of  May  the  Bank  raised  its 
discount  to  8  per  cent.  The  advocates  of  the  Bank  Act,  in  their 
usual  strain,  proclaimed  that  on  no  account  whatever  must  the 
Act  be  suspended.  Such  a  thing  was  not  to  be  thought  of. 
Credit  was  then  tottering  and  received  a  blow  from  the  report 
of  a  speech  of  the  Emperor  Napoleon  III.,  said  to  have  been 
addressed  by  him  to  a  meeting  at  Auxerre,  in  which  he  expressed 
his  detestation  of  the  treaties  of  1815.  This,  in  the  feverish 
political  state  of  the  Continent,  was  held  to  mean  that  he  was 
determined  on  war. 

It  is  possible  that  this  excitement  might  have  passed  off,  as 
the  Bank  had  a  fair  reserve  in  the  banking  department,  and 
abundance  of  bullion  in  the  issue  department.  On  the  9th  of 
May  the  Bank  raised  the  rate  of  discount  to  9  per  cent..  On 
this  day,  however,  occurred  the  event  which  it  is  probable 
produced  the  great  panic.  The  Mid-Wales  Railway  Company 
had  accepted  bills  of  exchange  to  the  amount  of  £60,000,  which 
were  held  by  three  parties — Bateman ;  Overend,  Gurney,  &  Co. ; 
and  the  National  Discount  Company.  The  Company  had  dis- 
honoured the  bills,  and  actions  had  been  brought  against  them 
by  the  three  parties  above  named.  As  ill  fortune  would  have  it, 
judgment  in  these  actions  was  delivered  on  the  9th  of  May,  in 
the  very  height  of  the  excitement.  The  Court  of  Common  Pleas 
held  unanimously  that  the  Railway  Company  had  no  authority 
whatever  to  accept  such  bills,  and,  consequently,  that  they  were 
absolutely  invalid,  and  so  much  waste  paper.  For  some  time 
back  it  was  known  that  Overend,  Gurney,  &  Co.  were  very  deep 
in  with  contractors  and  other  parties;  moreover,  they  held  forged 
bills  to  a  large  amount  of  another  firm.  Their  shares  had  been 
pressed  on  the  market,  and  were  going  down.  This  fall  in  their 
shares  produced  a  steady  withdrawal  of  their  deposits.  The 
judgment  in  the  case  of  the  Mid- Wales  Railway  converted  this 
into  a  complete  run ;  and,  on  the  afternoon  of  Thursday,  May 
10th,  the  terrible  news  spread  through  London  that  the  great 
establishment  of  Overend,  Gurney,  &  Co.  had  stopped  payment, 
with  liabilities  exceeding  £10,000,000 — the  most  stupendous 
failure  that  ever  took  place  in  the  City.  This  news  only  spread 
about  after  banking  hours,  but  every  one  could  foresee  what  the 
effects  would  be  next  morning.  The  Chancellor  of  the  Exchequer 
said  next  evening  in  the  House  that  the  oldest  inhabitants  of  the 
City  declared  that  the  excitement  was  without  a  parallel.  Early 
in  the  evening  he  was  questioned  as  to  whether  Government  had 
authorized  the  Bank  to  issue  notes  in  excess  of  the  legal  limit. 
The  Chancellor  replied,  that  he  had  not  yet  done  so,  but  that  he 
had  received  a  deputation  from  the  private  bankers,  and  was 
expecting  one  from  the  Joint  Stock  Banks,  on  the  subject  Very 
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soon  afterwards  this  came,  and  the  Members  of  the  Cabinet, 
having  retired  to  a  Committee  room  and  consulted,  the  Chan- 
cellor, later  in  the  evening,  announced,  amidst  the  loudest 
cheering  from  all  parts  of  the  House,  that  the  Government, 
following  the  precedents  of  1847  and  1857,  had  informed  the 
Bank  that,  if  they  thought  proper  to  make  advances  beyond  the 
limit,  the  Government  would  bring  in  a  Bill  of  Indemnity.  He 
also  stated  that  the  Bank  had  advanced  £4,000,000  that  day. 

55.  The  announcement  of  the  Suspension  of  the  Bank  Charter 
Act,  produced  the  best  effects  next  morning.  The  Bank  raised 
its  rate  to  10  per  cent.,  and  everything  was  calmed  down,  and 
though  subsequently  to  this  some  other  stoppages  took  place, 
yet  the  knowledge  that  the  Bank  had  power  to  make  advances 
on  good  securities  abated  the  panic.  On  the  18th  of  May  the 
Chancellor  of  the  Exchequer  stated  that  the  Bank  had  advanced 
£12,225,000  in  five  days.  The  sum  that  was  paid  away  during 
the  panic  can  probably  never  be  known,  but  it  was  something 
perfectly  fabulous.  It  has  been  said,  though,  of  course,  we  know 
not  on  what  authority,  that  one  great  bank  alone  paid  away 
£2,000,000  in  six  hours.  The  establishments  that  stopped  pay- 
ment were  as  follows,  with  their  liabilities,  according  to  their 
last  published  balance-sheet,  though,  of  course,  these  were  greatly 
diminished  during  the  panic: — 

Paid-up  Capital.  Reserve.  Liabilities. 

Overend,  Gunioy,  &  C<» £1,500,000  —  £11,000,000 

English  Joint  Stock  Bank  ...        150,000  £6,000  not  stated. 

Oriental  Commercial  Bank...        375,000  49,500  — 

New  Zealand  Bank  500,000  115,000  1,904,619 

Hallet,  Ommanney,  &  Co.    ...            —  —  238,000 

Imperial  Mercantile  Credit ...       500,000  not  stated. 

Commercial  Bank  of  India...     1,000,000  238,802 

European  Bank 644,490  31,393  2,112,838 

•    Robinson,  Ceryton,  &  Co.    ...            —  —  — 

Alliance  Financial  Company           20  000  — 

Bank  of  London  400,000  302,324  4,335,877 

Consolidated    Bank  600,000  71,808  3,817,999 

Agra  and  Masterman's    1,500,000  500,000  15,582,002 

Besides  these  stoppages,  several  other  banks  connected  with 
the  East  have  confessed  to  enormous  losses.  Thus,  the  Bank  of 
Hindustan,  China,  and  Japan  slates  its  profits  at  £23,485,  and  its 
losses  at  £87,794,  with  a  further  expected  loss  of  £70,000 ;  the 
Asiatic  Banking  Company  stales  its  profits  at  £61,494,  and  its 
l0S8eS  at  £142,000;  the  Bank  of  Queensland  stales  its  profits  at 
£10,373,  and  its  losses  at  £42,071.  What  losses  the  other  banks 
have  made,  we,  of  course,  have  no  means  of  knowing,  but  they 
are  probably  heavy.  In  consequence  of  the  ureal  stoppage  of 
trade,  it  may  be  expected  that  the  next  balance-sheets  of  the 
different  banks  will  shew  great  diminutions  ill  "deposits"  below 
the  preceding  ones. 
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50.  One  remarkable  circumstance,  however,  has  occurred 
during  this  pressure  and  panic,  which  deserves  and  requires 
special  investigation,  and  of  which  we  doubt  whether  its  true 
causes  are  fully  understood  yet.  Upon  examining  the  table 
given  in  Chapter  xii.,  shewing  the  variations  in  the  rate  of  dis- 
count by  the  Banks  of  England  and  France  during  the  last  few 
years,  it  will  be  seen  that  very  often  they  were  exactly  the  same, 
sometimes  a  difference  of  ^  per  cent.,  and  very  seldom,  indeed, 
more  than  one  per  cent,  difference  between  them.  Since  the 
beginning  of  this  year,  however,  the  difference  has  been  con- 
stantly 2  per  cent.,  and  it  gradually  increased  to  3,  4,  and  even 
6  per  cent.  All  the  while  that  the  storm  was  visibly  gathering 
and  then  raging  in  England,  the  Bank  of  France  has  been  in  a 
state  of  the  greatest  serenity.  On  March  21st,  when  discount  in 
England  for  a  very  short  period  was  lowered  to  6  per  cent.,  in 
France  it  was  3£,  and  while  it  gradually  rose  here  to  7,  8,  9, 
and  10,  it  only  advanced  to  4  per  cent,  in  France,  and  has 
remained  steadily  at  that  rate  for  a  month.  More  than  that, 
while  these  high  rates  in  England  have  been  unable  to  prevent 
a  severe  foreign  drain,  the  Bank  of  France  has  been  rapidly 
gaining  large  quantities  of  bullion,  while  discount  was  only  4 
per  cent.  At  the  present  moment,  while  discount  is  10  per  cent., 
here  the  bullion  in  the  vaults  of  the  Bank  is  only  £11,878,775, 
the  bullion  in  the  Bank  of  France  exceeds  £22,000,000. 

57.  This  most  remarkable  and,  indeed,  unprecedented  state  of 
matters  has  actually  led  many  persons  to  question  the  truth  of 
the  law,  that  a  high  rate  of  discount  attracts  bullion  from  foreign 
countries,  and  keeps  it  in  the  country,  and  to  maintain  that  the 
rates  ought  to  be  quite  independent  of  each  other.  To  suppose, 
however,  that  a  law  is  false  which  is  founded  on  the  widest  and 
long-continued  experience  in  every  country,  shews  a  hasty  style 
of  argument.  When  the  moon  ceases  to  sway  the  tides,  then — 
but  not  till  then — will  the  rate  of  discount  cease  to  attract  the 
flood  of  bullion.  To  argue  from  the  single  case  of  this  crisis 
that  the  law  is  false,  is  just  as  absurd  as  if  a  man,  seeing  a  bar  of 
iron  falling  down  to  the  earth,  and  a  balloon  rising  up  from 
the  earth,  were  to  maintain  that  the  law  of  gravitation  is 
false.  Or  if  he  were  to  say  that  there  is  no  such  thing  as 
gravity,  because  a  drop  of  water,  or  a  fly,  can  adhere  to  the 
ceiling.  The  law  itself  is  perfectly  true,  and  acts  universally, 
but  there  may  be  other  circumstances  which,  on  particular 
occasions,  may  counteract  its  effects.  In  the  chapter  on  Ex- 
changes we  pointed  out  that  there  are  several  causes  which 
influence  the  flow  of  bullion,  which,  at  any  time,  may  act  in  the 
same  or  opposite  directions.  Of  these  the  rate  of  discount  is 
only  one,  and  at  particular  times  it  may  be  overpowered  by 
some  other  consideration.      Now,  with  respect  to  the  rate  of 
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discount  here,  the  Money  Market  was  liable  to  more  severe 
disturbance  than  in  France,  on  account  of  the  multitude  of  new 
companies,  especially  the  new  Finance  Companies,  and  also  the 
connection  of  so  many  of  our  Banking  Companies  with  the  Fast. 
The  quantity  of  "finance"  paper  afloat  created  the  greatest 
uneasiness  here  for  a  very  considerable  time,  and  tliis  was  well 
known  abroad.  It  was  fully  expected  thai  there  would  be  great 
disasters  among  the  banks,  and,  as  if  these  failed  it  was  expected 
that  merchants  would  fail  too,  the  rate  of  discount  failed  to 
attract  supplies,  because  it  was  feared  that  the  whole  principal 
would  be  lost.  In  consequence  of  this,  great  quantities  of  long- 
dated bills  in  England  were  hurried  over  here  and  turned  into 
cash,  which  was  exported  at  any  sacrifice.  It  was  just  the  same 
in  1839.  It  was  generally  expected  then  that  the  Bank  of 
England  was  going  to  stop  payment.  The  consequence  was,  as 
stated  in  Chapter  ix.,  §  75,  that  long-dated  bills  held  abroad  were 
hurried  over  here  for  immediate  realization;  and  the  proceeds 
withdrawn  as  speedily  as  possible.  This,  of  course,  would 
equally  prevent  specie  being  imported  here,  notwithstanding  the 
high  rate  of  discount.  It  is  perfectly  well  known  that  this  cause 
operated  to  a  great  extent  during  the  recent  crisis.  However, 
now  that  all  danger  of  this  has  passed  away,  the  rate  of  discount 
is  producing  its  effect,  and  gold  is  at  the  present  moment  rapidly 
flowing  in,  thus  indicating  the  entire  truth  of  the  law. 

With  respect  to  the  Bank  of  France  the  explanation  is  also 
easy.  There  has  been  no  commercial  crisis  there,  but,  unhappily, 
strong  expectations  of  war.  Consequently,  mercantile  enterprise 
has  been  curbed,  and  specie  has  naturally  flowed  into  the  vaults 
of  the  Bank  of  France.  Also,  in  anticipation  of  war,  the 
Government  of  Italy  has  suspended  cash  payments  and  adopted 
paper  money.  This,  of  course,  has  produced  its  natural  effect 
in  driving  specie  out  of  the  country,  and  it  has  also  naturally 
first  gone  to  the  Bank  of  France. 

These  circumstances  are  quite  sufficient  to  explain  the  re- 
markable phenomena  alluded  to. 

As  the  authorisation  to  exceed  the  legal  hunts  of  issue  will 
probably  lead  to  a  Parliamentary  inquiry,  we  may  expect  that 
fresh  light  will  be  thrown  on  the  recent  crisis. 


CHAPTER    XI. 


ON  SOME  THEORIES  OF  CURRENCY. 


"  On  subjects  concerning  which  speculative  minds  are  still  divided,  a 
writer  does  but  half  his  duty  by  stating  his  own  doctrines,  if  he  does  not 
also  examine,  and,  to  the  best  of  his  ability,  judge,  those  of  other 
thinkers."— ,7.  S.  Mill, 


CHAPTER    XL 


ON   SOME  THEORIES   OF  CURRENCY. 

Explanation  of  John  Law's  Theoey  of  Money  and  its 
Fundamental  FalLxVCy —  All  Attempts  to  Reduce 
Law's  Theory  of  Money  to  Practice  must  necessarily 

TERMINATE    IN    RuLN — All  THEORIES  OF  CURRENCY    WHICH 

Attempt  to  Found  a  Circulating  Medium  upon  Com- 
modities, are  Forms  of  Lawism — Specie  is  the  only 
True  Basis  of  a  Circulating  Medium — Specie  and 
Credit,  preserving  an  Equality  of  Value  with  Specie, 

are    its    only    true    llmits fallacy    of    the    bank 

Theory  of  Regulatlng  the  Paper  Currency  by  the 
Discount  of  Mercantile  Bills — The  Rate  of  Discount 
is  the  only  true  method  of  regulatlng  the  paper 
Currency — Fallacy  of  a  Prevalent  Doctrine  of 
Paper  Issues. 

1.  It  now  becomes  our  essential  and  most  important  duty  to 
investigate  some  theories  of  currency,  which  have  acquired 
great  celebrity,  not  only  from  their  historical  interest,  as  having 
led  to  some  of  the  most  extraordinary  and  heartrending  public 
calamities  on  record,   but   because   they   are   still    extensively 

"believed  in  at  the  present  day.  It  is  of  essential  importance, 
not  only  to  lay  the  true  foundations  of  monetary  science,  but  also 
to  point  out  the  fundamental  fallacies  upon  which  some  specious, 
but  fatally  delusive,'  theories  rest,  which  have  brought  the  most 
disastrous  consequences  upon  those  nations  which  have  adopted 
them,  as  will  always  be  the  case  when  the  eternal  laws  of  nature 
are  systematically  and  perseveringly  violated. 

2.  The  first  of  these  theories  we  shall  designate  as  Lawism, 
not  because.  John  Law  was  the  original  deviser  of"  if  but 
because  he  was  the  first  who  wrote  the  most  formal  treatise  on 
it,  and  he  had  the  opportunity  of  carrying  it  out  on  the  most 
extensive  scale.  His  name,  therefore,  must  always  be  most, 
prominently  associated  with  it;  and  it  is  one  so  specious,  but  so 
dangerous,  and  so  widely  prevalent  at  the  present  time,  that  it 
requires  to  be  branded  with  a  distinctive  name,  and  to  be 
combated  with  all  power  of  argument  that  can  be  brought 
against  it. 

3.  The  question  shortly  stated  is  this.  All  persons,  except 
those  who  advocate  an  inconvertible  paper  currency,  agree  that 
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a  paper  currency  must  represent  sonie  article  of  value,  and 
bullion  lias  been  generally  chosen  for  that  purpose.  Now,  the 
idea  lias  occurred  to  a  greal  many  persons — If  it  is  only  necessary 
that  a  paper  currency  should  represent  some  article  of  value,  why 
should  it  not  represent  any  or  all  articles  of  value,  such  as  land^ 
corn,  silk,  or  any  other  commodities,  and,  among  others,  the 
public  funds?  And  this  has  actually  been  tried  in  several 
instances,  yet  they  have  universally  tailed,  and  in  many  cases 
have  been  attended  with  the  most  jlreadful  calamities.  Now,  as 
this  has  uniformly  happened,  and,  as  Ave  shall  shew  further  on, 
it  must  happen,  it  necessarily  follows  that  there  must  be  some 
radical  error  in  the  principle,  and  that  it  must  violate  some  great 
law  of  nature.  And  this  is  beyond  all  comparison  the  most 
momentous  problem  in  Political  Economy — Why  is  it  improper 
to  issue  a  paper  currency  on  any  other  basis  than  that  of  bullion? 
All  the  most  eminent  British  statesmen  have  instinctively 
resisted  such  proposals,  although  repeatedly  pressed  to  do  so. 
No  doubt  it  has  been  a  most  fortunate  instinct  for  the  country, 
but  all  their  reasonings  on  the  subject,  if  only  pursued  to  their 
legitimate  consequences,  tend  to  that  result.  The  Bank  Act  of 
1844  was  the  first  occasion  on  which  a  small  bit  of  this  theory  was 
introduced,  which,  if  only  followed  out  to  its  legitimate  conclusion, 
would  produce  in  this  country  the  horrors  of  the  Mississippi 
scheme  in  France.  But  though  the~T>ritish  Parliament,  by  a 
blind,  unreasoning  instinct,  has  always,  with  the  exception  just 
named,  resisted  such  fatal  advice,  this  will  not  satisfy  the 
demands  of  science.  Science  imperatively  demands  a  reason 
why  such  a  plan  is  wrong;  she  will  not  be  satisfied  with  a 
simple  dogmatic  assertion  that  it  is  wrong,  even  though  that 
dogma  may  be  right,  but  she  must  know  the  reason  why,  and, 
until  a  true,  scientific  reason  is  given  why  such  plans  are  fatal, 
there  will  be  a  constant  demand  for  them. 

4.  It  is,  moreover,  the  thing  which  has  brought  the  name  of 
Law  into  such  unhappy  notoriety.  Law  has,  in  many  respects, 
very  great  merit  as  a  writer.  In  many  respects  he  had  clearer 
and  sounder  views  on  monetary  science;  he  had  infinitely  more 
practical  insight  and  scientific  knowledge  of  what  he  wa 
writing  about,  than  the  most  eminent  of  modern  political 
economists.  In  his  various  writings  is  to  be  found  the  refutation 
ofjaJlr4hg^bsurd  follies  of  the~~tJkrTCnm^it4Uid_pf  the  Bank  of 
"^England  in  1811.  "But  all  this  was  marred  by  a  single  elefee'- 
He  was  the  great  advocate  of  what  is  now  the  popular  cry- 
basing  a  paper  currency  upon  any  article  of  value  beside 
bullion.  Tlu?__ojjly--dillei,eiice  betweeifhim  and  our  greatest; 
statesmen  is  that  he  carried  out  their  arguments  to  their 
legitimate  conclusion.  He  had  the  opportunity  of  carrying  this 
theory  into  effect,  and  the  result  has  been  to  obscure  all  his 
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other  merits,  arid  brand  him  for  ever  as  a  charlatan.     What, 
then,  was  Ins  error? 

5.  Upon  sifting  his  theory  to  discover  his  error,  we  shall 
obtain  one  of  the  most  beautiful  triumphs  of  pure  reasoning  to 
be  found  in  any  science.  We  shall  find  that  the  plausible 
scheme,  which  we  shall  designate  by  his  name,  is  founded  upon  a 
direct  contravention  of  the  fundamental  conception  of  the  nature 
of  a  currency  which  we  have  established  in  this  work,  and  the 
proposition  which  directly  flowed  from  it,  viz.,  that  vhere  there 
is  no  debt,  there  can  be  no  currency.  We  shall  find  that  these 
awful  monetary  cataclysms  which  have  shaken  nations  to  their 

ndations,  producing  calamities  more  fell  than  famine,  tempest, 
/6r  the  sword,  have  been  brought  about  by  attempting  to  carry 
inth  practice  a  philosophical  fallacy  which  involves  a  contradiction 
in  terms. 

6.  It  is  impossible  to  say  who  first  invented  the  theory  we 
are  going  to  notice;  in  fact,  it  must  have  sprung  up  indigenously 
among  almost  any  people  who  began  to  form  theories  of  paper 
currency.  Several  persons  about  the  same  time  seem  to  have 
hit  ii] ton  it.  The  earliest  we  know  of  was  a  certain  Mr.  Asgill, 
a  Member  of  Parliament,  who  paid  much  attention  to  commer- 
cial questions.  The  most  notorious  precursors  of  Law  were  Dr. 
Hugh  Chamberlain,  who  broughl  forward  a  rival  scheme  to  the 
Bank  of  England  in  109:3,  and  Mr.  Briscoe,  <me  of  the  chief 
promoters  of  the  Land  Bank  in  1G9G.  Chamberlain's  ideas  will 
be  noticed  a  little  further  on.  lie  strongly  accused  Law  of 
having  stolen  his  ideas  from  him,  which  Law  strenuously  repu- 
diates, and  points  out  the  distinction  between  them,  and  it  must 
be  allowed  that  Law's  ideas  were  not  so  extravagant  as  Chamber- 
lain's. Law  first  published  his  theory  in  a  tract,  called  "Money 
and  Trade  Considered,"  at  Edinburgh,  in  1705.  He  was  the 
son  ol';i  goldsmith,  and  of  dissipated  habits,  bn1  of  an  extremely 
acute  intellect;  and,  up  to  a  certain  length,  bis  views  are 
sagacious  and  correct — much  more  SO,  indeed,  than  those  of 
many  writers  of  the  present  day.  He  observed  the  extreme 
poverty  and  barbarousness  of  Scotland,  which  he  thought  might 
be  cured  by  bringing  an  additional  quantity  of  money  into  the 
country;  and,  as  silver  was  scarce,  be  attempted  to  devise  a 
scheme  for  providing  a  substitute  for  it. 

7.  He  begins  by  many  very  sound  and  acute  remarks  on  the 
value  of  commodities,  and  the  causes  of  their  change  of  value. 
He  describes  the  qualities  which  fitted  silver  to  be  used  as 
money,  above  every  other  commodity.  He  attributes  the  very 
inconsiderable  trade  of  Scotland  to  the  small  Quantity  of  money 
she  possessed.     This  is  the  first  fundamental  fallacy,  because  the 
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fad  was,  it  was  just  1he  reverse;  Scotland  had  little  money 
because  she  had  little  trade.  He,  however,  perceived  the  fallacy 
of  lowering  interest  bylaw.  He  then  goes  on  to  consider  the 
'  various  means  which  have  been  employed  to  increase  the  quan- 
tiiv  of  money.  He  says  that  some  countries  have  raised  money ^C. 
in  the  denomination;  some  have  debased^  it :  some  have  pro-  W 
hibited  its  export  under  the  severest  penalties;  some  have 
obliged  traders  to  bring  home  bullion  in  proportion  to  the 
goods  they  imported.  But  he  says  that  all  these  measures  have 
been  futile  and  vain,  and  none  of  them  have  been  found  to 
increase  or  preserve  money.  He  then  says  that  the  only 
effectual  method  hitherto  discovered  for  the  increase  of  money, 
was  the  erection  of  banks.  He  then  describes  various  banks. 
Some  made  it  a  principle  to  issue  no  more  notes  than  they  had 
of  actual  bullion.  He  then  mentions  the  Bank  of  England,  and 
the  superiority  of  its  notes  over  those  of  the  goldsmiths.  He 
then  describes  the  Bank  of  Scotland,  and  says  that  it  issued 
notes  to  four  or  five  times  the  value  of  the  money  in  the  Bank, 
which  he  very  justly  says  were  equivalent  to  so  much  additional 
money.  He  then  points  out  the  absurdity  of  supposing  that 
"raising  the  denomination  of  the  money  added  to  its  value:  that 
if  the  shilling  was  raised  to  ISd.,  it  paid  debts  by  two-thirds  of 
what  was  due,  but  did  not  add  to  the  money;  "  for  it  is  not  the 
sound  of  the  denomination,  but  the  value  of  the  silver  is  con- 
sidered." The  wonderful  philosophers  of  1811,  no  doubt,  looked 
down  with  prodigious  disdain  upon  Law,  but  they  might  have 
studied  him  with  advantage.  He  then  points  out,  with  much 
detail,  the  fraud  and  inutility  of  tampering  with  the  currency. 
He  describes  tne  additioual  effect  winch  credit  may  give  to  the 
money;  but  says  that  credit  which  promises  a  paymejit  of  nTon,e.y, 
cannot  well  be  extended  beyond  a  certain  proportion  it  ought  to 
have  with  the  money.  Nothing  can  be  more  judicious  and  sound 
than  his  remarks  upon  credit — that  it  must  always  vary  in  pro- 
portion to  the  metallic  basis  it  is  built  upon;  and  up  to  this 
point,  his  sagacity  and  penetration  are  in  advance  of  the  doctrines 
of  a  century  later;  but  here  is  the  boundary,  after  which  he 
plunges  into  that  fatal  and  delusive  fallacy,  which  is  the  distinc- 
tive feature  of  what  we  denominate  Lawism. 

8.  Thinking  that  money  was  so  scarce  in  Scotland  that  any 
credit  that  could  be  built  upon  it  would  be  insignificant, 
he  says: — 

"  It  remains  to  be  considered,  whether  any  other  goods  than 
silver  can  be  made  money  with  the  same  safety  and  convenience. 

"  From  what  has  been  said  about  the  nature  of  money,  it  is 
evidenl  that  any  other  goods  which  have  the  qualities  necessary 
in  money,  mat  be  made  money  equal  to  their  value  with 
safety  and  convenience.     There  was  nothing  of  humour  or  fancy 
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in  making  silver  to  be  money ;    it  was  made  because  it  was 
thought  best  qualified  for  thai  use. 

"  I  shall  endeavour  to  prove  that  another  money  may  be 
established,  with  all  the  qualities  necessary  in  money  in  a  greater 
degree  than  silver." 

9.  He  then  proceeds  to  shew  at  great  length  that  silver  had 
some  peculiarities  that  disqualified  it  from  being  the  best 
substance  to  form  money  of;  that  it  varied  in  value;  that  it 
had  increased  much  faster  injjuantity  than  the  demand  for  it, 
and  had,  therefore  fallen  much  hi  value.  In  fact,  he  tries  to 
prove  that  silver  had  varied  in  value  more  than  any  other  kind 
of  goods,  within  the  last  two  hundred  years;  that  goods  would 
always  maintain  a  uniformity  of  value  because  they  only 
increased  in  proportion  to  the  demand;  thai-land  would  always 
rise  in  value,  because  the  quantity  would  always  remain  the 
same,  but  the  demand  would  continually  increase;  but  that 
silver  would  always  fall  in  value,  as  the  quantity  increased 
faster  than  the  demand. 

10.  Law  then  proceeds  to  deny  that  he  had  taken  his  ideas 
from  Chamberlain ,  of  which  the  latter  had  accused  him  ;  and  it 
must  in  candour  be  admitted,  that  his  ideas  were  many  degrees 
less  mad  than  those  of  Chamberlain.  Law  asserts  that  he  had 
fanned  his  schemes  many  years  before  he  had  seen  any  of 
Chamberlain's  papers: — "Land,  indeed,  is  the  value  upon  which 
he  founds  his  proposals,  and  'tis  upon  land  that  I  found  mine; 
if  for  that  reason  I  have  encroached  upon  his  proposal,  the 
Bant  of  Scotland  may  be  said  to  have  done  the  same.  There 
were  banks  in  Europe  long  before  the  doctor's  proposal,  and 
books  have  been  written  on  the  subject  before  and  since.  The 
foundation  I  go  upon  has  been  known  so  long  as  money  has 
been  lent  on  land,  and  so  long  as  an  heritable  bond  has  been 
equal  to  a  quantity  of  land." 

11.  The  difference  between  Chamberlain's  theory  and  Law's  was 
this.  Chamberlain  maintained  that  if  land  was  mortgaged  for  100 
years,  it  was  a  good  security  for  100  times  its  annual  value;  so 
that,  if  a  man  had  landed  property  worth  £1,000  a-year,  and  if  he 
mortgaged  it  for  100  years  to  the  State,  the  State  might  issue 
noti  :  to  him  to  the  amount  of  £100,000^  which  were  to  he  declared 
equal  in  value  to  silver,  and  made  legal  tender  for  their  nominal 
value.  Xow,  if  this  theory  be  true,  there  is  do  good  reason  why 
laud  should  be  pledged  for  only  100  years;  why  not  for  one 
million  years?  which  would  do  the  thing  on  a  somewhat  more 
magnificent  scale.  Bui  what  need  of  stopping  there?  Why  no1 
pledge  it  to  all  eternity  ?  And  then  every  inch  of  property  might 
be  covered  with  paper  notes,  and  they  might  he  piled  high  enough 
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to  roach  the  moon,  where  the  deviser  of  this  scheme  would  pro- 
bably  find  his  lost  wits.  Law  properly  points  out  that  the  fallacy 
of  ihis  theory  was,  that  Chamberlain  assumed  that  the  value  of 
£100  to  be  paid  100  years  hence,  is  still  £100.  He  says,  "No 
anticipation  is  equal  to  what  already  is;  a  year's  rent  now  is 
worth  fifteen  years'  rent  fifty  years  hence,  because  that  money 
•'  lent  out  at  interest  by  that  time  will  produce  so  much. "  But 
says  Lord  Macaulay,  "  On  this  subject  Chamberlain  was  proof 
to  ridicule,  to  argument,  even  to  arithmetical^  demonstration.  He 
was  reminded  that  the  fee  simple  of  land  would  not  sell  for 
more  than  twenty  years'  purchase.  To  say,  therefore,  that  a 
term  of  100  years  was  worth  five  times  as  much  as  a  term  of 
twenty  years,  was  to  say  that  a  term  of  100  years  was  worth 
five  times  the  fee  simple ;  in  other  words,  that  a  hundred  was  five 
times  infinity.  Those  who  reasoned  thus  were  refuted  by  being 
told  they  were  usurers ;  and  it  should  seem  that  a  large  number 
of  country  gentlemen  thought  the  refutation  complete.  " 

12.  Law's  theory  was  to  calculate  the  value  of  the  fee  simple 
of  the  land  at  twenty  years'  purchase,  and  to  coin  notes  to  the 
value  of  that  amount,  and  advance  them  to  the  owner  of  the 
land.  This  plan,  therefore,  had  a  limit,  however  absurd  it  was. 
It  was  bounded,  in  the  first  instance,  by  the  value  of  the  land 
expressed  in  silver  money,  but  Chamberlain's  had  positively  no 
limit  at  all  to  carry  it  out  to  its  full  length ;  the  advance  might 
be  made  to  infinity,  consequently,  in  mathematical  language,  we 
should  say  that  Chamberlain  was  infinitely  more  mad  than  Law. 

13.  Law  shewed  that  notes  issued  upon  Chamberlain's  plan, 
would  immediately  fall  to  a  heavy  discount ;  but  yet  he  says,  that 
though  £500  of  these  note's  were'  only  equal  to  £100  in  silver, 
yet  the  nation  would  have  the  same  advantage  by  that  £500  in 
notes,  as  if  an  addition  of  £100  had  been  made  to  the  silver 
money. 

"  So  far  as  these  bills  fell  under  the  value  of  silver  money, 
so  far  would  exchange  toith  other  countries  be  raised.]  And  if 
goods  did  not  keep  their  pi-ice,  i.  e.,  if  they  did  not  sell  for  a 
greater  quantity  of  these  bills,  equal  to  the  ditference  betwixt 
them  and  silver,  goods  exported  would  be  undervalued,  and 
goods  imported  wonld  be  overvalued. 

"  The  landed  man  would  have  no  advantage  by  this  proposal, 

I  unless  he  owed  debt,  for,  though  he  received  £50  of  these  bills 

for  the  same  quantity  of  victual,  he  was  in  use  to  receive  £10 

t  This  is  the  first  occasion  that  we  are  aware  of  on  which  the  great  principle, 
that  a  depreciation  of  the  paper  currency,  would  produce  a  fall  in  the  foreign 
exchanges,  which  was  so  ardently  contested  in  1811,  and  subsequent  years,  is 
asserted.  And  it  has  all  the  more  merit,  that  it  is  a  prediction  and  not  an 
observation. 
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silver  money;  yet  that  £50  would  only  be  equal  in  value  to  £10 
of  silver,  and  purchase  only  the  same  quantity  of  home  or 
foreign  goods. 

"The  landed  man  who  had  his  rent  paid  him  in  money,  would 
be  a  great  loser,  for,  by  as  much  as  these  bills  were  under  the 
value  of  silver,  he  would  receive  so  much  less  than  before. 

"The  landed  man  who  owed  debt,  would  pay  his  debt  with  a 
less  value  than  was  contracted  for,  but  the  creditor  would  lose 
what  the  debtor  gained." 

Oh!  that- the  philosophers  of  1S11  had  only  pondered  over 
this  extract  from  John  Law. 

14.  Law  then  shews  that — 

"Notwithstanding  any  Act  of  Parliament  to  force  these  bills, 
they  would  fall  much  under  the  value  of  silver;  but  allowing 
that  they  were  at  first  equal  to  silver,  it  is  next  to  impossible 
that  two  different  species  of  money  shall  continue  equal  in  value 
to  one  another. 

"  Everything  receives  a  value  from  its  use,  and  the  value  is  rated 
according  to  its  cpiality,  quantity,  and  demand.  Though  goods 
of  different  kinds  are  equal  in  value  now,  yet  they  will  change 
their  value  from  any  unequal  change  in  their  quality,  quantity, 
or  demand." 

"  And  as  he  leaves  it  to  the  choice  of  the  debtor  to  pay  in 
silver  money,  or  lulls,  he  confines  the  value  of  the  bills  to  the 
value  of  the  silver  money,  but  cannot  confine  the  value  of  the 
silver  money  to  the  value  of  the  bills,  so  that  these  bills  must  fall 
in  value  as  silver  money  falls,  and  may  fall  lower,  may  l'ise  above 
the  value  of  these  bills,  but  these  bills  cannot  rise  above  the 
value  of  silver." 

15.  Law  succeeds,  with  great  skill  and  acumen,  hi  exposing  the 
wild  insanity  of  Chamberlain's  plan,  and  truly  predicts  the 
results  which  would  follow  from  it,  or,  at  least  some  of  them, 
for  there  are  many  important  ones  he  has  omitted.  The  exact 
consequences  which  he  predicted  were  manifested  in  Ireland 
and  England  a  century  later,  and  the  sentences  we  have  quoted, 
if  we  did  not  know  their  origin,  might  have  been  supposed  to 
have  been  written  to  rebuke  the  folly  of  the  directors  of  the 
banks  of  Ireland  ami  England,  and  the  mercantile  witnesses  of 
1804  and  1810.  Bu1  having  demolished  Chamberlain,  he  comes 
to  his  own  proposal,  which  he  says  is  "to  make  money  of  land 
equal  to  its  value,  and  thai  money  to  be  equal  in  value  to  silver 
■inom')/,  and  /tot  I'mlilc  to  fall  in  value  as  silver  money  faUs.n 

He  then  says,  "AxY  GOODS  THAT  HAVE  THE  QUALITIES  NECESSABT 
IN  MONEY,  MAY  BE  MADE  MONEY  EQUAL   TO    THEIR  VALUE.      Five 

ounces  of  gold  is  equal  iii  vajjifi  to  L'-jo,  and  may  be  made  money 
to  that  value;  an  acre  of  land,  rented  at  two  bolls  of  victual,  the 
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victual  ati&y.-aiKl  land  at  twenty  years'  purchase,  is  equal  to 
£20,  Midmay  be  macte,  money  equal  to  that  value,  for  it  naVall 
the  qualities  necessary  in  money." 

10.  In  this  sentence  is  concentrated  the  whole  essence  of  that 
eternal  delusion,  so  specious  ami  plausible,  and  so  fatal,  which 
we  designate  as  LAW  ISM.  It  is  indeed  nothing  but  the 
stupendous  fallacy  thai  money  represents  commodities,  and  that 

oer  currency  may  be  based  upon  commodities.  This  delusion,, 
p reyalent  in  the_mjblic_mind  atjha-present  clay,  and 
probably  "there" are  few  jDersons,  except  those  who  have  studied 
the  true  philosophical  principles  of  Political  Economy, 
whose  views  are  not  deeply  tainted  with  this  infection.  No 
man  who  does  not  thoroughly  understand  the  great  funda- 
mental doctrine  established  by  Turgot  and  others,  that 
money  does  not  represent  commodities,  can  ever  have  sound 
ideas  on  this  subject.  Money  does  not  represent  commo- 
dities AT  ALL,  BUT  ONLY  DEBT,  OR  SERVICES  DUE,  WHICH 
HAVE   NOT    YET    RECEIVED    THEIR   EQUIVALENT    IX    COMMODITIES. 

Now,  the  views  of  Law  are  much  more  extensively  prevalent 
than  is  generally  supposed.  All  those  who  think  that  there  is 
any  necessary  connection  between  the  quantity  of  money  in  a 
country  and  the  quantity  of  commodities  in  it  are  influenced  by 
them.  Take  the  case  of  a  private  individual.  Is  there  any 
necessary  relation  between  the  quantity  of  money  he  retains  and 
the  quantity  of  commodities  he  purchases?  The  quantity  of 
money  he  has,  is  just  the  quantity  of  debt — of  services  due  to 
him — which  he  has  not  yet  parted  with  for  something  else.  It 
is  the  quantity  of  power  of  purchasing  commodities  he  has  over 
and  above  what  he  has  already  expended.  And  the  quantity  of 
money  a  nation  possesses  is  simply  the  quantity  of  accumulated 
f  industry  it  possesses  over  and  above  all  commodities,  but  they 
have  no  relation  whatever  to  each  other.  Now,  money  does  not 
represent  commodities,  but  it  represents  that  portion  of  a  man's 
industry  which  is  preserved  for  future  use.  "Whatever  a  man 
earns  is  the  fruit  of  his  industry,  money  included;  and  none  of 
these  separate  items  represents  anything  else,  though  it  may  be 
exchn,iyed  for  other  things.  Now,  the  value  of  money  depends 
upon  its  relations  to  what  it  represents,  namely,  debt,  and  not 
to  commodities.  If  money,  or  currency,  increases  faster  than 
debt,  or  services  due,  it  immediately  causes  a  diminution  of  its 
value.  If  debt  increases  taster  than  money  or  currency,  then  the 
value  of  money  is  raised.  The  infallible  consequence,  therefore, 
of  an  increase  of  currency,  without  a  corresponding  increase  of 
debt,  is  to  change  the  existing  proportion  between  debt  and 
currency,  and  to  cause  a  depreciation  of  the  latter  commensurate 
to  the  changed  proportion.  The  necessary  and  inevitable  con- 
sequence, then,  of  issuing  vast  quantities  of  paper  currency  on 
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the  assumed  value  of  property,  is  simply  to  cause  a  total  subver- 
sion of  the  foundation  of  all  value  and  of  all  property,  and  to 
plunge  every  creditor  into  irretrievable  ruin. 

17.  In   fact,  a   moment's   consideration    will   shew   that   the 


theoiy  of  basing  a  paper  currency  on  commodities,  involves  this 
palpable  contradiction  in  terms,  that  one  can  buy  commodi- 
ties   AND     ALSO     HAVE     THE     MONEY    AS    WELL.      When    a    mail 

buys  commodities  with  money,  lie  gives  either  a  portion  of  his 
own  industry  represented  by  that  money,  or  a  portion  of  some 
one  else's  industry  who  gave  him  the  money.  But  it  is  quite 
clear  that  he  cannot  buy  the  commodities  and  keep  his  money 
as  xcell.  It  is  exactly  the  same  with  a  nation.  A  nation  cannot 
buy  commodities  and  have  the  money  it  bought  them  with  as 
well,  which  is  the  principle  necessarily  involved  in  issuing  paper 
currency  as  the  representative  of  commodities.  But  the  money 
of  the  nation  is  the  mode  and  form  in  which  the  accumulation 
of  industry  which  has  not  yet  been  spent  hi  commodities  is  pre- 
served ;  and  if  a  nation  wants  other  commodities  besides  what 
it  has  got,  it  must  pay  for  them  either  with  money,  or  with  the 
goods  it  has  already.  The  idea  of  basing  paper  currency  upon 
commodities  is  just  as  wild  and  absurd  as  if  England  were  to 
sell  her  cotton  goods  to  America  for  coin,  and  then  demand  back 
her  cotton  goods.  The  only  result  of  such  an  attempt  carried 
out  into  practice  must  be  the  most  tremendous  convulsions,  and 
destruction  of  credit  and  all  monetary  contracts. 

18.  Law,  as  we  have  seen,  immediately  saw  through  it,  and 
exposed  the  ridiculous  absurdity  of  Chamberlain's  proposal. 
His  own  was  that  the  value  of  all  the  land  in  Scotland  should 
be  estimated  at  20  years'  purchase,  and  that  a  parliamentary 
commission  should  be  appointed  with  power  to  issue  an  incon- 
vertible paper  currency  to  that  amount.  He  says,  "  The  paper 
money  proposed  will  be  equal  in  value  to  silver,  for  it  will  have 
a  value  in  land  pledged  equal  to  the  same  sum  of  silver  money 
that  it  is  given  out  for.  This  paper  money 
will  not  fall  in  value,  as  silver  money  has  fallen  or  may  fall." 

19.  We  must,  therefore,  be  careful  to  be  just  to  Law.  He 
was  no  advocate  of  an  unlimited  inconvertible  paper  currency. 
Quite  the  reverse.  But,  seeing  that  a  convertible  paper  currency 
could  only  be  based  upon  bullion  to  a  certain  limited  extent, 
preserving  its  equality  in  value  with  bullion,  Ids  idea  was  to 
base  a  paper  currency  upon  some  other  article  <>!'  value  And 
he  thought  thai  it  might  preserve  its  ripiality  in  value  to  silver 
on  an  independent  hasis^^His  idea  was,  that  it  was  only  neces- 
sary to  have  it  represent  some  article  of  value.  But  this  attempt 
was  contrary  to   the   nature  of  llTmgs.      His  paper  currency, 
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though  avowedly  based  upon  things  of  value,  had  exactly  the 
same  practical  effects  as  if  it  had  been  based  upon  silver.  It 
became  redundant,  and  swamped  everything.  And  the  reason  is 
plain.  It  was  a  violation  of  that  fundamental  principle  we  have 
obtained — "  Where  there  is  no  debt  there  can  be  no  currency.'''' 
And  the  fresh  quantities  of  currency  issued  on  such  a  principle 
only  represent  the  previously  existing  amount  of  debt,  and  then 
suffer  a  necessary  diminution  in  value.  The  necessary  and 
inevitable  consequence,  then,  of  issuing  vast  quantities  of  paper 
currency  on  the  assumed  value  of  property,  is  simply  to  cause 
a  total  subversion  of  the  foundation  of  all  value,  and  of  all 
property,  and  to  plunge  every  creditor  into  irretrievable  ruin. 

20.  To  give  a  full  account  of  Law's  banking  career  in  France, 
would  far  exceed  our  limits,  and  to  give  an  imperfect  one  would 
be  of  no  use.  We  must,  therefore,  content  ourselves  with  re- 
ferring those  of  our  readers  who  want  information  on  the  subject 
to  our  Dictionary  of  Political  Economy,  Art.  Banking  in 
France,  where  a  full  account  of  Law's  scheme  is  given.  It  may" 
be  sufficient  to  say  that  his  career,  like  his  writings,  is  divided 
into  two  distinct  portions.  His  writings  are  on  Banking  and 
Paper  Credit,  and  his  scheme  for  Paper  Money,  which  are 
quite  distinct  from  each  other.  Nothing  can  be  sounder,  or 
more  judicious,  than  the  first.  He  clearly  saw  that  paper  credit 
must  be  limited  by  specie — his  scheme  was  to  create  a  Paper 
Money,  beyond  the  limits  of  Paper  Credit,  based  on  specie, 
which  he  expected  would  maintain  an  equality  of  value  with 
specie.  Multitudes  of  people  have  thought  the  same,  and  multi- 
tudes of  people  believe  in  it  to  the  present  hour.  Li  1 705  the 
Parliament  of  Scotland,  fortunately,  turned  a  deaf  ear  to~Xaw7s' 
specious  proposal  of  creating  Paper  Money,  based  upon  land.  In 
1855  the  representatives  of  commerce  hi  the  same  city,  which 
had  rejected  Law's  plan  150  years  before,  memorialized  the 
Government,  and  "  do  most  emphatically  object  to  the  plan  of 
restricting  the  security  (upon  which  the  paper  currency  is 
based)  to  the  possession  of  gold  alone,"  which  is  simply 
Lawisni. 

Nothing  could  be  more  extraordinary  than  the  restoration  of 
prosperity,  caused  by  the  foundation  of  Law's  Bank  in  1716.  It 
is  probably  one  of  the  most  marvellous  transitions  froin~the 
depth  of  misery  to  the  height  of  prosperity  in  so  short  a  space 
of  time,  in  the  annals  of  any  nation.  And,  if  Law  had  confined 
himself  to  that,  he  would  have  been  one  of  the  greatest  bene- 
factors any  nation  ever  had.  It  was  only  when,  after  three 
years  he  had  attained  the  very  pinnacle  of  success,  that  he 
determined  to  carry  out  his  scheme  of  Paper  Money,  which  was 
the  famous  Mississippi  scheme.  __ 

The  next  exampTeof  Lawisni  was  the  Ayr  Bank,  of  which  we 
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have  given  an  account  in  Chapter  VI.  The  proprietors  of  this 
Bank  were  enormously  wealthy,  and,  hecause  they  were  so,  they 
thought  that  their  known  wealth  would  sustain  the  credit  of  any 
amount  of  paper  issues.  But  alas!  their  experience  too  fully 
and  fatally  verified  the  sagacity  of  the  directors  of  the  Bank  of 
Scotland,  who  in  1727,  in  answer  to  proposals  for  enlarging  their 
credit,  said:  "For  the  quota  of  credit  hi  a  hanking  company 
must  be  proportionate  to  the  stock  of  specie  in  the  nation, 
learned  and  understood  by  long  experience,  and  not  extended  to 
a  capital  stock  subscribed  for,  which  cannot  in  the  least  help  to 
support  the  company's  credit,  if  the  specie  of  the  nation  decay." 
This  doctrine  contains  the  refutation  of  many  wild  schemes,  and 
the  true  plan  of  regulating  a  paper  currency,  is  simply  to  discover 
how  a  certain  proportion  shall  be  maintained  between  specie 
and  credit. 

21.  The  third  great  outburst  of  Lawism  took  place  hi  the  same 
country  that  witnessed  his  first  exploits.  In  preparation  for  it, 
Law's  "  Money  and  Trade  Considered "  was  translated  into 
French  in  1  789,  as  if  all  the  memory  of  the  great  catastrophe 
sixty-nine  years  before  had  perished.  The  National  Assembly 
had  confiscated  the  property  of  the  Church,  but,  instead  of 
yielding  a  revenue,  it  cost  the  nation  £2,000,000  a  year  more  .-, 
than  it  produced,  and  in  a  few  years  augmented  the  public  debt 
by  £7,000,000.  The  property  seized  was  valued  at  £80,000,000. 
The  expense  of  the  management  required  that  it  should  be  sold, 
but  no  purchasers  could  be  found ;  for  all  persons  hi  that  terrible 
political  earthquake  wished  to  have  their  property  in  as  portable 
a  shape  as  possible,  and  few  were  willing  to  trust  to  a  revolutionary 
title.  In  this  dilemma,  the  municipalities  agreed  to  purchase  a 
considerable  portion  of  it,  in  the  first  instance,  and  resell  it  in 
smaller  portions  to  individuals.  But,  as  there  was  not  specie  / 
enough  to  complete  the  sale,  they  issued  their  promissory  notes 
to  the  public  creditor,  to  pass  current  until  the  time  of  payment 
came;  but,  when  they  became  due,  the  municipalities  had  no 
means  of  discharging  them.  To  meet  them,  the  Assembly,  in  the 
spring  of  1790,  authorized  the  issue  of  £10,000,000  of  assignats 
on  the  security  of  the  land.  In  September,  further  issues  to  the 
amount  of  £32,000,000  were  authorised.  These  additional 
issues  were  warmly  opposed  by  Talleyrand  and  other  leaders, 
who  predicted  their  depreciation;  but  Mirabeau  strongly  sup- 
ported them,  denying  the  possibility  "oF~their  depreciation, 
saying  :— 

"  It  is  vain  to  assimilate  assignats  secured  on  the  solid  basis 
of  these  domains  to  an  ordinary  paper  currency  possessing  a 
forced  circulation.  They  represent  real  property,  the  most 
secure  of  all  possessions,  the  land  on  which  we  dead.  Why  is 
a  metallic  circulation  solid?     Because  it  is  based  on  subjects  of 
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real  and  durable  value,  as  the  land,  which  is  directly  or  indirectly 
the  source  of  all  wealth.  Paper  money,  we  are  told,  will  become 
superabundant ;  it  will  drive  the  metallic  out  of  circulation.  Of 
what  paper  do  you  speak?  If  of  a  paper  without  a  solid  basis, 
uniloubtedly ;  if  of  one  based  on  the  firm  foundation  of  Landed 
property,  never.  There  may  be  a  difference  in  the  va lu< 3  of  a 
circulation  of  different  kinds;  but  that  arises  as  frequently  from 
the  one  which  bears  the  higher  value  being  run  after,  as  from 
the  one  which  stands  the  lower  being  shunned — from  gold  being 
in  demand — not  paper  at  a  discount.  There  cannot  be  a  greater 
error  than  the  terrors  so  generally  prevalent  as  to  the  over-issue 
of  assignats.  It  is  thus  alone  you  will  pay  your  debts,  pay  your 
troops,  advance  the  revolution.  Re-absorbed  progressively,  in 
the  purchase  of  the  national  domains,  this  paper-money  can 
never  become  redundant,  any  more  than  the  humidity  of  the 
atmosphere  can  become  excessive,  which  descends  in  rills,  finds 
the  river,  and  is  at  length  lost  in  the  mighty  ocean." 

22.  Although  these  assignats  bore  4  per  cent,  interest  they  had 
become  depreciated  in  June,  1790;  by  June  1701,  they  had  lost 
one-third  of  their  value.  In  September,  1 792,  further  issues  were 
decreed.  The  two  preceding  Assemblies  had  authorised  assignats 
to  the  amount  of  2,700,000,000  francs,  equal  to  £130,000,000,  to 
be  fabricated,  of  which  only  200,000,000  francs  remained  unspent. 
On  the  11th  of  April,  1793,  the  Convention  decreed  six  years'  im- 
prisonment in  chains  to  any  one  who  bought  or  sold  assignats  for 
any  sum  in  specie  different  to  their  nominal  value,  or  made  any 
difference  between  a  money  price  and  a  paper  price  in  payment  of 
good.  Vain  effort !  In  June  the  assignat  had  fallen  to  one-third  of 
its  value,  and  in  August  to  one-sixth.  The  exchange  with  London 
fell  exactly  in  a  correspondiii;;-  ratio  with  the  depreciation  of  the 
assignat  at  home.  In  June,  1791,  it  fell  to_23  ;  in  January,  ]  702, 
to  18;  hi  March,  I793j  to  14;  in  June,  170:),  to  10;  on  the  2nd 
0!'  August,  it  was  as  low  as  4j- ;  on  the  18'fh  of  October,  it  had 
risen  to  8 ;  but  after  that,  it  ceased  to  be  quoted  at  all.  Cambon, 
the  Minister  of  Finance,  proposed  a  further  immediate  issue  oi 
800,000,000  of  francs,  equivalent  to  about  £'33,000,000  in  addi- 
tion to  the  quantity  already  issued.  The  public  domains  he 
calculated  at  £350,000,000.  Hence  upon  the  Theory  of  Law 
and  Mirabeau,  there  was  an  ample  margin,  and  the  assignats 
should  not  have  been  depreciated  below  the  value  of  silver : 
and,  in  fact,  according  to  them,  it  wasjunpossible  they  should. 
Wonderful  commentary  upon  the  wiselom  bFthe  philosophers, 
who  maintain  that  if  a  paper  currency  only  represents  value,  it 
cannot  be  depreciated ! 

23.  We  must  refrain  from  detailing  the  terrible  misery  caused 
by  the  forcible  issues  of  assignats,  which  were  legal  tender  at 
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their  nominal  amount,  the  destruction  of  delfts,  the  Jjmiine  from 
the  scarcity  of  provisions,  the  laws  of  the  maximum,  the  penalty 
of  dejn^enactetragainst  all  who  should  keep  hack  their  produce 
from  the  market.  All  specie  disappeared  from  the  country  and 
from  circulation  ;  those  who  possessed  any,  not  deeming  it  secure 
from  revolutionary  violence,  exported  it  to  London,  Hamburg, 
Amsterdam,  and  Geneva.  But  many  persons  stoutly  maintained, 
in  pamphlets,  that  it  was  not  the  paper  which  was  depreciated, 
but  the  specie  which  had  risen. 

24.  The  intolerable  misery  caused  by  this  state  of  things, 
caused  the  Government  which  succeeded  the  Reign  of  Terror, 
to  make  an  attempt  to  withdraw  a  portion  of  the  assignats  from 
circulation,  by  demo2i£iizm</  them,  that  is,  depriving  them  of 
their  quality  of  money,  and  forcing  their  holders  to  receive 
payment  in  land  for  them.  But  when  a  man  wanted  to  buy  food 
to  eat,  wha£~\vas  the  use  of  giving  him  land  ?  The  report  that 
a  portion  of  the  assignats  were  going  to  be  demonetized  sent 
down  their  value  still  lower,  and  a  (lecree  against  it  was  obliged 
to  be  passed  to  appease  their  holders!  All  sorts  of  plans  were 
devised  to  withdraw  them  from  circulation  ;  lotteries,  tontines,  a 

and  bank,  where  they  were  to  be  lodged  and  bear3_p_ex.  cent, 
interest.  But  the  constant  issue  of  them,  required  forthe  neces- 
sary payments  of  the  State,  rendered  all  such  attempts  useless. 

25.  In  January,  1700,  the  assignats  in  circulation  amounted 
to  forty-live  milliards,  or  about  £2,000,000,000,  and  the  paper 
money  had  fallen  to  one-thousandth  part  of  its  nominal  value. 
The  Government  then  determined  to  issue  territorial  uian<l<i!<  g, 
at  the  rate  of  30  assignats  to  one  mandate,  which  were  to  be 
exchangeable  directly  for  land,  at  the  will  of  the  holder,  on 
demand.  The  certainty  of  obtaining  land  for  them,  made  them 
rise  for  a  short  time  to  60  per  cent,  of  their  nominal  value ;  but 
necessity  compelled  the  Government  to  issue  £100,000,000  of 
these  mandates  secured  upon  land,  supposed  to  be  of  that-  value. 
This  prodigious  issue  sent  the  mandates  down  to  nearly  the  same 
discount  as  the  assignats  were,  and,  consequently,  as  one  mandate 
was  equal  to  30  assignats,  the  latter  had  fallen  to  nearly  the 
thirty-thousandth  part  of  their  nominal  value.  At  length,  on  the 
16th  of  July,  1796,  the  whole  system  was  demolished  at  a  blow. 
A  decree  was  published,  that  every  one  might  transact  business 
in  the  money  he  chose,  and  that  the  mandates  should  only  be 
taken  at  their  current  value,  which  mould  be  published  every 
day  at  the  Treasury.  Two  days  afterwards  it  was  decreed  that 
the  national  property  remaining  undisposed  of  should  be  sold 
for  mandates  at  their  current  value.  As  a  matter  of  course,  the 
public  creditors  received  payment  of  their  debts  in  the  same 
proportion. 
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2G.  No  sooner,  however,  was  this  great  blow  struck  at  the 
paper  currency,  of  making  it  pass  at  its  current  value,  than 
specie  immediately  re-appeared  in  circulation.  Immense  hoards 
came  forth  from  their  hiding  places;  goods  and  commodities  of 
all  sorts  being  very  cheap  from  the  anxiety  of  their  owners  to 
possess  money,  caused  immense  sums  to  be  imported  from 
foreign  countries.  The  exchanges  immediately  turned  in  favor 
of  France,  and  in  a  short  time  a  metallic  currency  was  per- 
manently restored.  And  during  all  the  terrific  wars  of  Napoleon, 
the  metallic  standard  was  always  maintained  at  it  full  value. 

27.  One  thing,  however,  we  cannot  help  noticing.  When 
describing  the  history  and  effect  of  the  assignats,  nothing  can 
be  more  clear  and  correct  than  the  narrative  of  Sir  Archibald. 
Alison^.  He  sees  clearly  that  a  difference  in  value  between  the 
assignat  and  specie  was  truly  a  discount,  or  fall  in  the  value  of 
paper.  Thus  he  says  (Hist,  of  Europe,  Vol.  ii.,  p.  219,  *7th 
Edit.)  :— 

"  They  for  some  time  maintained  their  value  on  a  par  with 
the  metallic  currency.  By  degrees,  however,  the  increasing 
issue  of  paper  currency  produced  its  usual  effect  on  public  credit ; 
the  value  of  money  fell,  while  that  of  every  other  article  rose  in 
a  high  proportion,  and  at  length  the  excessive  inundation 
of  fictitious  currency  caused  a  universal  panic,  and  its  value 
rapidly  sank  to  a  merely  nominal  ratio.  Even  in  June,  1*790, 
the  depreciation  had  become  so  considerable  as  to  excite  serious 
panic." 

Again,  speaking  of  1*791,  p.  305  : — 

"Public  and  private  credit  had  alike  perished  amidst  the 
general  convulsions.  Specie  had  disappeared  from  circulation. 
1  The  aHsiguat  had/W/A  n  to  a  third  of  its  value — [This  is  not  quite 
correct.  At  this  time  the  assignat  had  lost  one  third  of  its 
value,  not  fallen  to  one-third  of  it.] — and  occasioned  such  an 
amount  of  ruin  to  private  fortunes,  that  numbers  already  wished 
for  a  returTTTd'fhe  ancient  regime. 

"  While  the  unlimited  issues  of  assignats,  at  whatever  rate  of 
discount  they  might  pass,  amply  provided  for  all  the  present 
and  probable  wants  of  the  Treasury. 

"  The  vast  and  increasing  expenditure  of  the  Republic  could 
only,  amidst  the  total  failure  of  the  taxes,  be  supplied  by  the 
issue  of  assignats ;  and  this,  of  course,  by  rendering  paper  money 
redundant,  lowered  its  value  in  exchange  with  other  commodi- 
ties, and  occasioned  a  constant  and  even  frightful  rise  of  prices. 

"  All  the  persons  employed  by  Government,  both  in  the  civil 
and  military  departments,  were  paid  in  the  paper  currency  at 
par;  but  as  it  rapidly  fell,  from  the  enormous  quantity  in  circu- 
lation, to  a  tenth-part,  and  soon  a  twentieth  of  its  real  value,  the 
pay  received  wa.s   merely  nominal,  and   those  in   receipt  of  the 
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largest  apparent  incomes,  were  in  want  of  the  common  neces- 
saries of  life.  Pjehegru,  at  the  head  of  the  army  of  the  North, 
with  a  nominal  pay  of  4,000  francs  a  month,  was  in  the  actual 
receipt,  on  the  Rhine  in  1795,  of  only  two  hundred  francs,  or  £8 
sterling  of  gold  and  silver. 

"  The  funds  on  which  the  enormous  paper  circulation  was 
based,  embracing  all  the  confiscated  property  in  the  kingdom, 
or  land,  houses,  and  moveables,  were  estimated  at  fifteen 
milliards  of  francs,  above  £600,0"", """  sterling;  but,  in  the 
distracted  state  of  the  country,  few  purchasers  could  be  found 
for  such  immense  national  domains;  and,  therefore,  the  security 
for  all  practical  purposes  was  merely  nominal.  The  consequence 
was  that  the  assignat  fell_to  one-twelfth  of  its  real  value ;  in 
other  words,  an  assignat  for  24  francs  was  worth  only  twro  francs; 
that  is,  a  note  for  a  pound  was  worth  only  Is.  ttd. 

"  Foreign  commerce  having  begun  to  revive  with  the  cessation 
of  the  Reign  of  Terror,  sales  being  no  longer  forced,  the  assignat 
was  brought  into  comparison  with  the  currency  of  other  coun- 
tries, and  its  enormous  inferiority  precipitated  still  further  its 
fall. 

"  By  no  possible  measure  of  finance  could  paper  money,  worth 
nothing  hi  foreign  states,  from  a  distrust  of  its  security,  and 
redundant  at  home  from  excessive  issue,  be  maintained  at  any- 
thing like  an  equality  with  gold  and  silver.  The  mandates  were, 
in  truth,  a  reduction  of  assignat s  to  a  thirtieth  part  of  their  value; 
but,  to  be  on  a  par  with  the  prec ion's  metals,  they  should  have 
been  issued  at  one-thousandth  part,  being  the  rate  of  discount  to 
which  the  original  paper  had  now  fallen. 

"  The  excessive  fall  of  the  paper  at  length  made  all  classes 
perceive  that  it  was  in  vain  to  pursue  the  chimera  of  upholding 
its  value.  On  the  16th  July,  1  796,  the  measures,  amounting  to  an 
open  confession  of  "a  bankruptcy  which  had  long  existed,  were 
adopted?' 

28.  We  have  quoted  these  passages  for  the  purpose  of  shew- 
ing how  completely  Sir  Archibald  Alison,  when  he  is  speaking- 

".of  the  paper  currency  of  France,  acknowledges  the  great    prin- 

.   |//^ciple,  that  the  value  of  the  paper  currency  is  only  to  be  estimated 

at  the  value  it  will  purchase  in  specie,  that  the  measure   of  that 

difference  bet  ween  the   real  and  the   nominal  value  is  its  depre- 

1^  elation,  and  thai  a  payment  in  coin  at  the  curreni  value  of  the 
paper  currency  is  a  Rational  BAWTCTTTV|,f!Y-  Yet,  such  is  the 
amazing  i  i  icon  si  stencyoTTTiis  writer,  that  when  lie  comes  to 
speak  of  the  paper  currency  of  England,  which  exhibited  exactly 
the  same  phenomena,  only  on  aWrtHerscirle,he  resolutely  denies 
that  it  was  depreciated.  When  the  French  assignat  had  lost 
one-third  of  its  value  compared  to  specie,  in  L 791,  he  acknow- 
ledges  that  it  was  depreciated;  when  the  Ihmk  of  Km gland  note 

x  2 
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in  1811  had  lost  one-fourth  of  its  value  compared  to  specie,  it 
was  not  the  note  which  had  fallen,  but  gold  that  had  risen  ! ! 
When  ajjsignats  were  made  legal  tender  in  France  at  their 
nominal  value,  specie  disappeared  from  circulation.  When 
Bank  of  England  notes  were  substantially  legal  tender  in 
England,  and  had  lost  a  quarter  of  their  nominal  value,  specie, 
disappeared  from  circulation.  Sir  Archibald  Alison  estimates 
the  depreciation  of  the  assignat  by  the  difference  between  the 
current  and  the  nominal  value  of  the  assignat;  but  when  the 
Bullion  Committee  estimated  the  depreciation  of  the  Bank  note 
by  the  difference  between  its  nominal  and  its  current,  or  market 
value,  he  reads  a  homily  to  them  upon  their  ignorance  and  folly, 
talks  of  the  "general  delusion  which  so  long  had  prevailed  upon 
the  subject,  when  it  is  recollected  not  only  that  the  true  prin- 
ciples of  this  apparently  difficult,  but  really  simple,  branch  of 
national  economy,  which  are  now  generally  admitted,  were  at  the 
time  most  ably  expounded  by  many  men  both  in  and  out  of 
Parliament,  but  that,  in  the  examination  of  some  of  the  leading 
merchants  of  London  before  the  Parliamentary  Committee  on 
the  subject,  the  truth  was  told  with  a  force  and  precision,  which 
it  now  appears  surprising  any  one  could  resist."  This  truth 
which  was  told  with  such  irresistible  force  and  precision,  was, 
that  twenty-seven  was  equal  to  twenty^ me  !  lie  then  acknow- 
ledges that  it  was"a  national  bankruptcy  of  the  French  Govern- 
ment to  pay  its  notes  with  a  less  amount  of  specie  than  their 
nominal  value  ;  but  nothing  can  exceed  the  bitterness  of  his 
invective  against  the  Currency  Act  of  1819,  which  provided 
that  the  Bank  of  England  should  pay  its  notes  at  their  full 
nominal  value  in  specie.  Just  as  if  it  was  less  a  bankruptcy  to 
pay  los.  in  the  pound  than  to  pay  Is.  in  the  pound.  He  sees 
clearly  that  in  France  the  paper  currency  is  to  be  estimated  by 
the  value  of  gold,  but  in  England  he  maintains  that  gold  is  to 
be  estimated  by  the  value  of  the  paper  currency  !  !  Just  as  if  the 
eternal  truths  of  science  are  different,  on  different  sides  of  the 
Channel,  or  that  they  are  reversed  according  to  the  language 
they  are  expressed  in  ! 

29.  Sir  Archibald  Alison's  doctrines,  when  he  speaks  of  the 
English  and  the  French  incimy^jiWe_4]Uip^£Uiua^?ftey,.  are  clearly 
inconsistent.  He  fully  allows  that  any  difference  between  the 
nominal  and  the  current  value  of  the  assignat  was  a  depreciation 
of  the  assignat.  He  never  dreams  of  saying  that  the  paper 
assignat  was  the  standard,  and  that  the  coin  had  risen  in  value.  « 
But  when  he  discusses  the  question  of  Wliat  is.  a  pound?  he 
says,  "In  truth,  a  pound  is  an  abstract  measure  of  value  just  as 
a  foot  or  a  yard  of  length,  and  different  things  have  at  different 
periods  been  taken  to  denote  that  measure,  according  as  the 
conveniency   of  men    suggested.      It    was    originally    a   pound 
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weight  of  silver,  and  thai  metal  was,  till  the  present  century, 
the  stanclard.  in  England,  as  it  still  is  in  most  other  countries. 
When  gold  was  made  the  standard,  by  the  Bank  being  compelled 
by  the  Act  of  1819  to  pay  in  that  metal,  the  old  word  denoting 
its  original  signification  of  the  less  valuable  metal  was  still 
retained.  During  the  war,  when  the  metallic  currency  dis- 
appeared, tlu?_pound  was  a  Dank  of  England  pound  note — 
the  standard  was  the  paper — for  gold  was  worth  28s.  the  pound 
from  the  demand  for  it  on  the  Continent."  It  is  scarcely  neces- 
saiyto  point  out  the  ridiculous  absurdity  of  this  passage.  The 
pound  an  abstract  thing  indeed !  Our  ancestors  had  very  few 
abstract  ideas  at  all,  and  certainly  an  abstract  idea  of  a  pound 
was  not  one  of  them.  They  meant  nothing  abstract,  but,  on  the 
contrary,  a  very  substantial  pound  weight  of  silver  bullion,  and 
nothing  else.  To  say  thai  a  paper  pound  was  the  standard 
during  the  war,  is  a  misconception  of  the  fact,  [nstead  of  a 
" promise  to  pay "  on  demand,  the  Bank  note  during  the  war 
was  a  "  promise  to  pay  ^ppp^r^slxjriorith s  after  peace."  _  It  is  not 
true  that  "goldduring  the  war  was  w?)"rTh~28&  paid  in  silver 
money,  but  only  in  depreciated  bank  notes.  But  Sir  Archibald 
Alison  admits  that  an  excessive  issue  of  paper  would  have 
depreciated  the  bank  note,  but  he,  of  course,  denies  that  the 
issues  were  excessive.  Now,  as  a  depreciation  from  an  excessive 
issue  could  only  be  manifested  by  a  continuous  rise  of  gold  above 
28s.  the  pound,  it  would  be  difficult  to  understand  where  the 
turning  point  would  be  at  "which  the  depreciation  would  com- 
mence. At  what  figure  should  we  have  to  reverse  our  expres- 
sion— at  "what  figure  are  we  to  say  that  gold  has  ceased  to  rise, 
and  paper  begim  to  fall  ? 

30.  Such  is  a  plain  statement,  founded  upon  incontrovertible 
facts,  of  the  results  of  the,  greatest  experiment  the  world  ever 
saw  of  issuing  a  paper  currency  secured  upon  commodities  or 
property — the  most  complete  example  of  Lawism.  When  the 
issues  of  assignats  were  at  their  height,  they  were  certainly  not 
anything  equal  to  the  value  of  the  fee-simple  of  France  expressed 
in  silver  money.  And,  according  to  the  predictions  of  Law  and 
Mirabeau,  it  was  a  matter  of  impossibility  that  they  should  ever 
become  depreciated,  and  what  was  the  result?  Even  though 
the  experiment  was  not  carried  out  to  its  fullest  extent,  the 
value  of  the  paper  assignal  sank  to  one  SO^OOOth  part  of  its  vahja 
in  >i1yov  '  There  were  2,400  millions  of  promises  of  mandates 
issued  against  property  valued  at  3,785  millions,  and  yet,  in 
July,  L 796,  the  note  for  100  livres  was  only  5  centimes]  Such 
was  the  inevitable  consequence  of  basing  a  paper  currency  upon 
property  or  securities,  and  such  it  ever  must  be,  because,  if  such 
issues  are  once  begun,  there  is  no  legitimate  conclusion  whatever 
until  all  the  property  in  the  country  is  coined  into  notes.     Pass 
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the  legitimate  limits  of  a  circulating  medium  by  one  hail  G 
breadth,  and  there  is  no  Logical  conoluoioB  l>ut  in  the  French 
assign  a  ts. 

31.  The  next  example  Ave  shall  cite  is  the  Rank  of  Norwayr 
which  was  founded  on  the  14th  June,  1816,  with  its  head  office 
at  Dronthiem,  and  branches  in  the  provincial  towns*  Its  capital 
was  originally  raised  by  a  forced  loan  or.Jax .noon  all  landed 
property,  and  the  landholders  became  shareholders  according  to 
the  amounts  of  their  respective  payments.  This  Bank  was 
especially  for  the  purpose  of  .forwarding  agricultural  improve- 
ments, and  only  discounted  mercantile  bills  and  personal 
securities,  as  a  secondary  part  Of  its  "business.  Its  principal 
business  consisted  in  advancing  its  own  nates,  upon  first 
securities  over  land,  to  any  amotml  not  exceediug  Uvortliirds.  of 
the  value  of  the  pro]  erty  according  to  a  general  valuation  taken 
m  thlTyeln^TSISr  The  borrower  paid  half  yearly  to  the  Bank 
the  interest  of  the  sum  that  may  be  at  his  debit,  at  the  rate^of,jL^ 
per  cent,  per  annum,  and  is  bound  also  to  pay  off  5  pf,r  rynt. 
yearly  of  the  principal,  which  is  thus  liquidated  in  twenty  years.. 
Mj^Laiug  bestows  great  commendation  upon  this  institution,  and 
describes  it  as  well-imagined  and  well-managed,  and  there  cannot 
be  a  better  exampletotest  the  truth  of  Law's  prh 


example  to  test  the  truth  of  Laws  principles.  We 
must  bear  in  mind  that  Law  especially  declares  mat  on  nis  princi- 
ple Ms  paper  currency  would  not  fall  beloto  the  value  of  silver. 
Now,  let  us  mark  what  took  place  with  regard  to  the  Bank  of 
Norway,  which  was  founded  purely  on  his  principle.  By  the 
fundamental  law  of  this  Bank,  it  should,  after  a  certain  time, 
have  begun  to  pay  its  notes  in  s])ecie  (Laincfs  Norway,  p^.298) ; 
but  in  Jl  822  its  notes  could  only  be  exchanged  at  Hamburg 
against  silver  at  the  rate  of  187^- dollars  hi  paper  for  1 00  dollagg 
in  silver  ! !  That  is,  in  6  years  tne  notes  had  fallen  to  about  4JS 
per  cent,  discount !  Was  there  ever  a  more  striking  or  con- 
clusive example  of  the  entire  fallacy  of  Law's  predictions  than 
this  Bank?  In  1822  the  Storthin g.  passed  a  law  that  the  Bank 
should  only  be  cohrpelled  to  give  1Q0  silver  dollars  for  every,  190 
paper  dollars,  but  that  the  directors  might  at  their  own  discre- 
tion reduce  the  rate  to  175,  without  a  new  law.  In  1824  the 
value  at  Hamburg  rose  to  145,  in  1827  it  rose  to  125,  and  in 
1835,  when  Mr.  Laing  wrote,  it  stood  at,.  112.,  which  could  only 
have  been  doneby  a  contraction  of  its  issues.  Now,  it  is  quite 
evident  that  if  the  Bank  had  been  called  upon  to  pay  its  notes 
at  par  at  any  moment,  it  would  infallibly  have  been  ruined. 
This  happened  in  Paris  in^80H,  when  the  Land  Bank  stopped 
payment,  and  J.  B.  Say  observes  that  all  Banks  founded  upon 
this  principle  have  uniformly  failed. 

*  Laing's  Norway,  p.  184.     Travellers  Library. 
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32.  The  last  example  we  shall  cite  is  the  case  of  America. 
*       That  country  was  unhappily  deeply  bitten,  -\v\t]\  th  p.  currency 

^/^  mania  ol'  ba.-ing  issuer  of  paper  on  "  securities. "  In  most  of  t he 
States  the  Legislature  pa«od  Acts  permitting  any  individual,  or 
any  banking  associations,  to  issue  notes  to  any  amount,  upon 
depositing  with  a  "public  comptroller,"  securities  uf .equivalent 
value.  These  "  securities"  might  be  public  stock,  or  mortgages 
upon  improved,  productive,  and  unencumbered  lands.*  Now,  as 
these  "securities"  remained  the  property  of  the  vendors,  and 
they  might  appropriate  the  revenues  from  them,  as  long  as  pay- 
ment of  the  notes  was  not  demanded  from  the  comptroller, 
people  saw  that  they  might  derive  a  profit  from  the  security  as 
well  as  from  the  currency  which  represented  its  value.  There 
was,  accordingly,  a  prodigious  rush  to  deposit  securities — an 

\(o  '  enormous  issue  of  paper,  during  the  years  1834-5-6.,  Th^nrices 
of  everything  rose  immensely.  The  people  of  the  Western  States, 
with  their  "pockets  full  of  paper  currency,  gave  very  large  orders 
for  goods  to  the  merchants"  of  "Sew  "York,  Boston,  and  Phila- 
delphia, who  duly  executed  them.  The  bills  given  for  the 
purchases  were  payable  in  these  eastern  cities  ;  and,  when  the 
western  debtors  went  to  their  own  bankers  for  bills  of  exchange 
on  these  places,  in  return  for  their  own  local  currency,  the 
bankers  discovered  that  their  home  customers  had  bought  more 
from  the  eastern  cities  than  they  had  sold  ;  that  they  had  already 
drawn  on  the  east  for  every  dollar  which  the  east  was  indebted 
to  them,  and  could  draw.no  more.  The  western  merchants  then 
sent  their  own  currency  notes  to  the  eastern  cities  in  payment, 
but,  unfortunately  for  them,  the  merchants  there  had  already 
paid  all  they  owed  to  the  west,  and  nobody  in  New  York  or 
Philadelphia,  wanted  western  notes  for  any  purpose  of  use, 
and  nobody  was  disposed  to  travel  600  or  700  miles  to  re- 
quest the  cashiers  of  the  Western  States  to  pay  their  notes, 
or  in  those  States  in  which  security  had  been  given  to  require 
the  comptroller  to  sell  the  pledged  securities  and  pay  them  the 
money  produce.  Moreover,  every  one  knew  that  it  was  physi- 
cally impossible  in  either  case  to  obtain  the  amount  in  money, 
for  there  was  no  currency  in  which  the  pledged  property  when 
sold  could  have  been  paid,  except  Sank  notes  resting  on  securi- 
ties, or  on  the  mere  promise  of  the  banker."  In  the  meantime, 
the  usual  effects  followed,  specie  disappeared  from  circulation. 
The  extended  paper  issues  led  the  Americans  to  order  immense 
quantities  of  goods  from  Kurope,  ami,  prices  being  very  high 
from  the,  bloated  paper  currency,  they  could  send  no  goods  in 
return  to  pay  for  tnem.  Jb or  some  time  they  sent  over  greal 
quantities  of  iheir_sto.uk,  but  this  became  superabundant,  and  at 

*  A  very  graphic  account  of  the  currency  vagaries  of  the  United  States  is 

fiven  in  two  Articles  of  the  "  Scotsman,"  Nov.  2]  and  -I,  1865.    See  also  The 
rogress  of  America,  by  John  Macgregor,  Esq.,  Ml'.,  vol,  ii .,  p.  1768. 
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last  no  one  in  Europe  would  buy  it.  It  became  necessary  then 
for  them  to  pay  their  debtsnT  specie,  but  specie  there  was  none. 
In  1837  all  the  Banks  in  America,  without  exception,  stopped 
payment.  The  general  suspension  began  at  New  York  on  the 
JJjth  May,  and  spread  in  every  direction.  In  May,  1838,  the  New 
York  ha'nks  resumed  specie'  payments,  w  Inch  were  follow  ed  by  all 
the  New  England  banks  in  August,  1838.  This  was  followed  by 
the  banks  in  Philadelphia,  and  on  the  1st  January,  1839, 1  he  banks 
throughout  the  Union  professed  to  do  so.  No  sooner,  however, 
were  they  set  up  again  than  they  resumed  the  same  wild  opera- 
tions  on  credit,  and  on  9th  October,  1830,  out  <>t"  ^~>0  banks  in  the 
I';;]..:!,  :;!;:  suspended  paymeul  entirely,  and  (ij  partially.  <  >n 
this  occasion  the  New  England  banks  were~"lionoral7fy  distin- 
guished; they  had  gathered  wisdom;  and  out  of  198 banks  in  New 
York  only  four  stopped ;  whereas,  in  the  Southern  and  Western 
States,  aboutJiWC)  out  of  threej stopped.  The  United  States  Bank, 
with  a  paid  up  capital  oT°£"7~boo,000,  was  found  to  be  utterly 
insolvent;  its  shares,  whieli  were  a!  1  i'-'j  dollars  on  the  1  ith 
August,  1  8.38,  were  at  3  dollars  in  J amiary. J^.^.  This  was  the 
fifth  grand  experiment  of  Lawism,  pure  and  unadulterated,  on 
the  most  magnificent  scale,  and  such  was  the  result ! 

33.  All  ideas,  therefore,  of  basing  a  paper  currency  upon  pro- 
perty, or  commodities,  are  essentially  erroneous,  and  can  have  no 
other  possible  termination,  if  only  carried  out  to  their  legitimate 
consequences,  than  what  happened  in  France  in  ,1796,  and 
America  in  1837-9.  There  is  one  species  of  property,  however, 
which,  fr om"T£s""b"e i n g  more  nearly  confounded  with  money  in 
the  public  ideas  than  any  other,  is  supposed  by  many  persons, 
who  would  repudiate  any  imputation  of  being  disciples  of  Law, 
to  be  a  sound  basis  for  a  paper  curerncy.  This  property  is  public 
stock.  A  very  prevalent  idea  is,  that  all  banks  of  issue  should" 
give  security  by  purchasing  the  public  funds,  and  then  deposit 
the  stock  with  a  Government  officer.  But  what  is  this  but 
the  wildest,  rankest,  and  most  odious  ...Lawism  ?  The  rule  that 
is  good  for  one  is  good  for  all.  If  the  public  funds  are  a 
proper  basis  for  £1,000  of  paper  currency,  they  must  of  neces- 
sity be  a  good  basis  to  their  whole  extent.  If  one  bank  or 
banker  is  allowed  to  issue  paper  on  the  security  of  stock, 
every  other  one  must  be  permitted  to  do  the  same,  until  the 
whole  funded  debt  of  Great  Britain  is  coined  into  paper  notes. 
If  £100  of  public  debt  is  coined  into  £100  of  notes,  we  must,  by 
an  irresistible  conclusion,  have  £800,000,000  of  public  debt 
corned  into  an  equal  quantity  of  notes.  The  principles  of  basing 
a  paper  currency  upon  land,  and  upon  the  public  funds,  are 
absolutely  identical,  and  equally  vicious.  To  permit  a  man  to 
spend  his  money  in  buying  part  of  the  public  debt,  and  to  have 
it  as  well,  in  the  form  of  notes,  is  as  rank  an  absurdity  as  to 


THE  BANK  THEORY  OF  PAPER  CURRENCY.    185 

permit  him  to  spend  it  in  land  and  also  have  it  as  notes. 
The  only  advantage  one  has  over  the  other  is,  that  the  funds  are 
more  easily  convertible  into  money  than  land  is.  The  same  is 
true  of  a  nation  as  an  individual — that  a  nation  can  spend  its 
money  in  destroying  its  enemies  and  have  it  too  as  bank  notes, 
or  "currency,"  is  a  wild  and  mischievous  delusion. 

34.  The  drift  of  these  remarks  is  evident.  The  whole  constitu- 
tion of  the  Bank  of  England  is  fundamentally  vicious.  It  is  as 
complete  an  example  of  pure  Lawisni  as  the  French  assignats, 
or  the  American  banks.  It  gave  its  original  capital  to  Govern- 
ment, and  then  was  allowed  to  have  it  in  the  form  of  notes. 
The  first  public  debt  was  Bank  of  England  stock,  and  for  several 
of  the  early  additions  to  its  capital,  i.  e.,  the  public  debt,  it  was 
allowed  to  issue  notes  to  the  exact  amount  of  its  capital,  and 
this  permission  still  continues.  Now,  if  this  system  had  been 
carried  out  to  its  legitimate  conclusion,  the  National  Debt  and 
the  capital  of  the  Bank  of  England  would  have  been  the  same 
thing,  and  the  paper  notes  of  the  Bank  would  have  been  nearly 
£800,000,000.  When  it  was  founded  the  nation  thought  they 
might  spend  £1,200,000  in  destroying  the  French,  and  have 
them  too  as  Bank  notes.  But,  if  this  principle  had  been  carried 
out  much  further,  it  would  have  ended  in  fatal  and  universal 
ruin. 

35.  The  fundamental  principle  of  the  Bank  of  England  was, 
therefore,  as  erroneous  as  that  of  the  Mississippi  scheme,  the 
Ayr  Bank,  the  French  assignats,  or  American  banking ;  but  as, 
in  all  these  cases,  the  mischief  is  not  developed  until  the  issues 
exceed  a  certain  limit,  the  radical  vice  of  the  Bank  of  England 
has  been  prevented  from  producing  its  inevitable  consequences 
by  rigidly  restraining  it  to  that  single  instance.  But,  then,  this 
vice  was  kept  down  by  a  most  unjustifiable  monopoly,  which  was 
the  chief  cause  of  those  tremendous  banking  catastrophes  which 
have  desolated  England,  and  which  has,  until  of  la£e*"years, 
prevented  a  sound  banking  system  being  founded. 

On  the  Theory  of  basing  a  Paper  Ctirreney  on  the  Discount 
of  Commercial  Hills. 

36.  "We  trust  that  the  preceding  remarks  are  absolutely  con- 
clusive as  to  the  fundamental  fallacy  of  Lawism  of  all  forms  and 
descriptions,  by  which  we  mean,  tin;  theory  of  basing  issues  of 
paper  on  property,  or  commodities,  whether  the  public  funds,  or 
land,  or  any  moveable  goods.  YV~e  must  now  examine  a  much 
more  subtle  and  plausible  theory,  which  was  the  guiding  principle 
of  the  Bank  of  Ireland  and  the  Hank  of  England  during  the 
restriction,  and  which  was  adhered  to  by  a  Large  majority  of  the 
commercial  world;  nor  are  we  aware  of  any  refutation  of  it  on 


-> 
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philosophical  grounds,  except  the  one  in  the  Bullion  Report, 
which  we  shall  quote  and  comment  upon.  This  theory  was  first 
prominently  brought  forward  before  the  Committee  on  the  Irish 
Currency  in  1804,  and  we  have  quoted  it  elsewhere.  The 
Bullion  Committee  express  it  in  the  following  words: — 

"  The  Bank  directors,  as  well  as  some  of  the  merchants  who 
have  been  examined,  shewed  a  great  anxiety  to  state  to  your 
Committee  a  doctrine,  of  the  truth  of  which  they  professed 
themselves  to  be  most  thoroughly  convinced — that  there  can  be 
no  possible  excess  in  the  issue  of  Bank  of  England  paper,  so 
long  as  the  advances  in  which  it  is  issued  are  made  upon  the 
principles  which  at  present  guide  the  conduct  of  the  directors ; 
that  is,  so  long  as  the  discounts  of  mercantile  bills  are  confined 
to  paper  of  undoubted  solidity,  arising  out  of  real  commercial 
transactions,  and  payable  at  short  and  fixed  periods." , 

37.  The  germ  of  this  doctrine  is  to  be  found  in  Adam  Smith, 
who  says,  "  When  a  bank  discounts  to  a  merchant,  a  real  bill  of 
exchange,  drawn  by  a  real  creditor  upon  a  real  debtor,  and 
which,  as  soon  as  it  becomes  due,  is  really  paid  by  that  debtor, 
it  only  advances  to  him  a  part  of  the  value,  which  he  would 
otherwise  be  obliged  to  keep  by  him  unemployed,  and  in  ready 
money  for  answering  occasional  demands."  It  was  first  promi- 
nently brought  forward  as  a  practical  rule  by  the  Irish  Bank 
directors,  in  1804.  The  Committee  of  that  year  did  not  attempt 
to  deal  with  this  theory ;  but  the  witnesses  examined  before  the 
Bullion  Committee  re-produced  it,  and  alleged  that  it  was  the 
principle  by  which  the  Bank  of  England  regulated  its  issues 
during  the  restriction.  The  directors  of  the  Bank  allowed  that, 
before  the  restriction,  they  were  compelled  to  regulate  their 
issues  by  a  drain  of  gold  on  them  for  exportation ;  when  that 
check  was  removed,  the  controlling  power  was  lost ;  and,  indeed, 
one  of  the  directors  stated  that,  in  his  opinion,  that  was  one 
great  merit  of  the  restriction ;  that  they  were  no  longer  obliged 
to  adhere  to  their  former  rules.  The  Bullion  Committee,  how- 
ever, decidedly  condemned  these  opinions.  They  say,  speaking 
of  the  consequences  of  the  Restriction  Act: — 

"  By  far  the  most  important  of  these  consequences  is,  that 
while  the  convertibility  into  specie  no  longer  exists,  as  a  check 
to  an  over-issue  of  paper,  the  Bank  directors  have  not  perceived 
that  the  removal  of  that  check  rendered  it  impossible  that  such 
an  excess  might  be  issued  by  the  discount  of  perfectly  good  bills. 
So  far  from  perceiving  this,  your  Committee  have  shewn  that 
they  maintain  the  contrary  doctrine  with  the  utmost  confidence ; 
however,  it  may  be  qualified  occasionally  by  some  of  their  ex- 
pressions. That  this  doctrine  is  a  very  fallacious  one,  your 
Committee  cannot  entertain  a  doubt.  The  fallacy  upon  which  it 
is  founded,  lies  in  not  distinguishing  between  an  advance  of 
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capital  to  merchants  and  an  additional  supply  of  currency  to  the 
general  mass  of  circulating  medium.  If  the  advance  of  capital 
only  is  considered  as  made  to  those  who  are  ready  to  employ  it 
injudicious  and  productive  undertakings,  it  is  evident  that  there 
need  be  no  other  limit  to  the  total  amount  of  advances  than 
what  the  means  of  the  lender  and  his  prudence  in  the  selection 
of  borrowers  may  impose.  But,  in  the  present  situation  of  the 
Dank,  entrusted,  as  it  is,  with  the  function  of  supplying  the  public 
with  that  paper  currency  wl  licit  forms  the  basis  of  our  circulation, 
and,  at  the  same  time,  not  subjected  to  the  liability  of  converting 
the  paper  into  specie,  every  advance  which  it.  makes  of  capital 
to  the  merchant  in  the  shape  of  discount,  becomes  an  addition 
also  to  the  mass  of  circulating  medium.  In  the  first  instance, 
when  the  advance  is  made  by  notes  paid  in  discount  of  a  bill,  it 
is  undoubtedly  so  much  capital,  so  much  power  of  making  pur- 
chases, placed  in  the  hands  of  a  merchant  who  receives  the  notes; 
and,  if  these  hands  are  safe,  the  operation  is  so  far,  and  in  this, 
its  first  step,  useful  and  productive  to  the  public.  But  as  soon 
as  the  portion  of  circulating  medium  in  which  the  advance  was 
thus  made,  performs  in  the  hands  of  him  to  whom  it  was  ad- 
vanced, tli is,  its  first  operation  as  capital — as  soon  as  the  notes 
are  exchanged  by  him  for  some  other  article  which  is  capital, 
they  fall  into  the  channel  of  circulation,  as  so  much  circulating 
medium,  and  form  an  addition  to  the  mass  of  currency.  The 
necessary  effect  of  every  such  addition  to  the  mass  is  to  diminish 
the  relative  value  of  any  given  portion  of  that  mass  in  exchange 
for  commodities.  If  the  addition  were  made  by  notes  con- 
vertible into  specie,  this  diminution  of  the  relative  value  of  any 
given  portion  of  the  whole  mass  would  speedily  bring  back  upon 
the  bank  which  issued  the  notes  as  much  as  was  excessive.  But 
if  by  law  they  are  not  so  convertible,  of  course,  this  excess  will 
not  be  brought  back,  but  will  remain  in  the  channel  of  circulation, 
until  paid  in  again  to  the  bank  itself,  in  discharge  of  the  bills 
which  were  originally  discounted.  During  the  whole  time  they 
remain  out,  they  perform  all  the  functions  of  circulating  medium, 
and  before  they  come  to  be  paid  in  discharge  of  those  bills, 
they  have  already  been  followed  by  a  new  issue  of  notes,  in  a 
similar  operation  of  discounting.  Each  successive  advance 
repeats  the  same  process,  if  the  whole  sum  of  discounts  con- 
tinues outstanding  at  a  given  amount,  there  will  remain  perma- 
nently out  in  circulation  a  corresponding  amount  of  paper;  and 
if  the  amount  of  discounts  is  progressively  increasing,  the  amount 
of  paper  which  remains  out  in  circulation  over  and  above  what 
is  wanted  for  the  occasions  of  the  public,  will  progressively  in- 
crease also;  and  the  money  prices  of  commodities  will  progres- 
sively rise.  This  progress  maj  he  as  indefinite  as  the  range  of 
speculation  and  adventure  in  a  great  commercial  country." 
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38.  Such  is  the  reasoning  of  the  Bullion  Report,  to  shew  the 
fallacy  of  the  rule  of  the  directors.  We  are  not  aware  of  any 
otherattem.pt  to  refute  it,  so  elaborate  as  the  one  given.  The 
conclusions  are  perfectly  just,  but  the  expressions  are  in  some 
respects  ambiguous,  in  some,  inaccurate ;  and,  altogether,  the 
reasoning  is  inadequate  to  effect  its  purpose  of  demonstrating 
the  fallacy  of  the  doctrine.  In  the  first  place,  the  expression 
"  good  bills  "  is  one  which  we  shall  shew  is  full  of  fallacy.  The 
Report  has  further  been  clouded  by  the  false  distinction  between 
"  capital "  and  "  circulating  medium."  Again,  it  says  the 
necessary  effect  of  every  addition  to  the  mass  of  the  currency, 
is  to  diminish  the  value  of  the  whole,  which  assertion  is  entirely 
erroneous,  because  the  value  of  the  currency  is  always  propor- 
tionate to  the  work  which  it  has  to  do ;  and  it  is  only  a  change 
in  the  proportion  between  the  currency  and  the  work  that  it 
has  to  do,  that  causes  a  change  in  its  value.  The  Committee 
were  further  in  great  error  in  supposing  that  so  small  an 
amount  as  could  be  added  to  the  circulating  medium  in  so  short 
a  time  as  during  the  currency  of  the  bills  that  were  discounted, 
could  have  any  general  effect  on  prices. 

39.  We  shall  find  that,  by  starting  from  our  fundamental 
definition  of  currency,  as  transferable  ..debt,  and  that  the  value 
of  the  currency  depends  upon  the  quantity  of  transferable  debt 
which  it  represents,  the  fallacy  of  this  theory  can  be  demon- 
strated with  great  ease  and  simplicity,  and  the  mischievous 
consequences  which  followed  from  it  explained.  When  the 
merchant  A  comes  to  the  bank  to  discount  the  acceptance  of  B, 
it  is  a  sale  of  the  debt  to  the  bank.  The  bank  buys  a  debt 
payable  at  a  fixed  time  after  date,  with  its  notes,  which  are  so 
many  small  debts  payable  to  bearer  on  demand,  while  the  notes 
are  convertible.  The  transaction  is  simply  an  exchange  of 
debts.  At  the  aj)pointed  time  it  is  B's  duty  to  take  a  quantity  of 
currency  to  the  bank,  and  discharge  his  debt.  He  does  this, 
either  in  coin,  or  in  the  bank's  own  notes.  If  he  pays  his  own 
debts  by  the  bank's  notes  it  is  simply  a  re-exchange  of  debts 
between  him  and  the  bank ;  he  extinguishes  his  own  debt  to  the 
bank  at  the  same  time  an  equal  quantity  of  the  bank's  debt  is 
taken  out  of  circulation  and  extinguished ;  consequently,  the  pro- 
portion existing  previously  between  the  currency  and  the  quan- 
tity of  debt  it  represents,  remains  unaltered.  If  the  merchant 
discharges  his  debt  partly  in  coin,  and  partly  in  bank  notes,  or 
wholly  in  com,  the  same  result  follows ;  the  notes  which 
remain  out  in  circulation  still  represent  the  same  amount 
of  capital.  But  let  us  suppose  that  the  acceptor /a^s  to  meet 
his  engagement,  and  caimot  pay  his  debt.  Then  the  debt 
due  to  the  bank  is  lost  and  extinguished;  but  the  debt  against 
the  bank  remains ;  and  the  bank,  whilst  the  notes  are  payable  to 
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bearer  on  demand,  must  pay  this  debt  out  of  its  remaining 
capital.  Still,  however,  though  this  is  loss  of  capital  to  the 
bank,  as  the  notes  are  taken  out  of  circulation,  the  value  of  the 
notes  remaining  in  circulation  will  not  be  affected.  But  now  Let 
ns  suppose  the  notes  to  be  inconvertible,  then,  as  before,  if  the 
acceptor  pays  the  debt,  the  notes  will  be  taken  out  of  circulation, 
and  extinguished  simultaneously  with  the  debt  which  they  pur- 
chased, and  the  value  of  those  remaining  in  circulation  will  not 
be  altered.  But  suppose  that  the  acceptor  fails,  and  cannot  pay 
his  debt,  then  that  debt  is  extinguished,  but  the  notes  which 
purchased  it  remain  in  circulation,  and  are  a  mere  addition  to 
the  circulating  medium  already  existing,  without  any  corres- 
ponding addition  to  the  debt  or  capital  which  it  represents.  It 
would  have  exactly  the  same  practical  effects  as  if  for  every  good 
bill  of  £1,000  the  bank  were  to  issue  an  excess  of  currency,  say 
£>,500,  for  example,  and  when  the  bill  w;is  paid  only  £1,000 
would  be  taken  out  of  circulation,  and  the  remainder,  £500, 
would  remain  hi  circulation.  This  residuum,  as  we  may  call  it, 
would  go  hi  diminution  of  the  value  of  the  remainder,  exactly  in 
the  same  way  as  a  constant  increase  to  the  gold  currency  would 
gradually  cause  a  diminution  in  its  value.  Every  such  opera- 
tion, therefore,  alters  the  proportion  between  the  currency  and 
the  capital,  or  the  debt  it  represents ;  and  though,  no  doubt,  a 
few  unsuccessful  operations  of  this  sort  would  not  have  any 
sensible  effect  in  changing  its  value,  yet  a  repeated  succession  of 
them  must  necessarily  do  so  ultimately,  just  as  adding  a  drop  to 
water  in  a  bucket  may  not  perceptibly  increase  the  height  of 
the  water,  yet  a  continued  series  of  drops  will  at  length  cause 
the  water  to  overflow  the  bucket;  so  a  continued  series  of 
such  operations  under  an  inconvertible  paper  currency  must 
necessarily  result  in  a  serious  diminution  in  the  value  of  the 
wdiole. 

40.  But  it  may  happen,  that  even  though  the  merchant  pays 
his  debt,  and  no  loss  of  capital  ensues  to  the  bank,  yet  it  may  he 
a  loss  of  capital  to  him.  T hus,  when  he  bought  the  goods  on 
credit,  and  gave  his  acceptance  for  them,  which  was  purchased 
by  the  bank,  he  meant  to  employ  those  goods  as  coj, ,'/<//,  that  i>, 
he  bought  them  merely  for  the  purpose  of  selling  them  again, 
with  a  profit.  If  he  succeeds  in  this  object,  and  sells  them  to 
advantage,  he  pays  his  acceptance  out  of  the  proceeds  realised 
by  the  goods,  and  his  capital  is  increased  more  or  less,  according 
to  the  greater  or  less  advantage  he  sells  them  at.  Bui  if  he  has 
made  a  miscalculation,  and  sells  the  goods  al  a  loss,  he  must  still 
make  good  his  debl  to  the  bank  out  of  his  remaining  capital ; 
and  such  a  transaction  is  a  loss  of  capital  to  him.  But  every 
loss  of  capital  to  an  individual  is  a  loss  of  capital  to  the  whole 
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community.*  And  the  great  general  result  to  the  community  is 
absolutely  the  same,  whether  the  loss  of  capital  falls  upon  the 
individual  or  upon  the  bank.  The  capital  of  the  nation  is 
diminished,  but  the  currency  remains  the  same.  Consequently, 
every  unsuccessful  operation  in  trade  alters  the  proportion 
between  the  quantity  of  the  currency  and  the  quantity  of 
the  debt,  or  the  capital  it  represents;  and,  therefore,  every 
unsuccessful  operation  necessarily  tends  to  diminish  the  value 
of  the  whole  currency,  unless  some  means  can  be  devised 
by  which  a  quantity  of  currency  can  be  removed  from  cir- 
culation corresponding  to  the  loss  of  capital.  Now,  the 
diminution  in  the  value  of  the  currency  inevitably  shews 
itself  in  process  of  time,  by  a  general  rise  in  prices.  It  may 
do  so  gradually  and  imperceptibly  at  first — in  the  hourly 
variations  of  prices,  it  may  not,  perhaps,  be  perceived  at  first ; 
just  as  when  the  waves  are  breaking  upon  the  shore,  it  is  impos- 
sible to  tell  whether  the  great  tide  is  advancing  or  receding  ;  but, 
if  it  continues  for  any  length  of  time,  all  traders  begin  to  feel  it 
instinctively.  It  is  impossible,  perhaps,  to  point  out  the  precise 
influence  in  any  particular  transaction  ;  but  yet  it  makes  itself 
felt  in  commercial  operations  by  a  general  rise  in  prices.  The 
fact  is,  that  when  the  operation  was  done,  and  the  production 
exposed  for  sale,  it  was  expected  and  calculated  that  a  certain 
portion  of  currency  would  be  appropriated  to  its  purchase.  But, 
if  people  do  not  want  the  article,  they  will  not  appropriate  that 
portion  of  currency  to  its  purchase ;  the  producer  loses  his 
capital,  and  the  currency  remains  in  circulation.  And  the  in- 
creased quantity  of  it  gradually  enters  into  the  prices  of  other 
commodities,  aggravating  them,  and  swelling  them  up.  Now, 
when  this  is  the  case,  when  the  currency  is  made  of  a  material 
which  has  a  universally  acknowledged  value,  nature  herself  pro- 
vides the  remedy.  When  commodities  rise  in  price  in  this 
country  beyond  their  prices  in  foreign  countries,  besides  the  cost 
of  transporting  them  here,  they  will  be  imported,  and  the  extra 
quantity  thrown  upon  the  market  diminishes  their  price,  both  by 
altering  the  ratio  of  supply  and  demand,  as  well  as  by  removing 
the  quantity  of  currency  necessary  to  pay  for  them  from  circu- 
lation, until  the  general  equilibrium  is  again  restored  between 
prices,  currency,  and  capital.  But,  if  the  currency  be  made  of  a 
material  which  has  no  value  whatever,  like  paper,  this  great  re- 
storing process  of  nature  cannot  take  place.  The  quantity  of 
currency  remains  the  same,  while  the  debt  it  represents  is 
diminished.  The  consequence  is,  a  general  diminution  in  value 
of  the  whole  currency— all  the  portion  of  the  currency  which  has 
no  value  as  a  material  is  driven  out  of  circulation ;    then  follows 

*  J.  B.  Say  has  also  remarked  this : — "  Un  mauvais  speculateur  est  aussi 
fatal  a  la  prosperity  general  qu'un  dissipateur.  Traite  d'Economie  Politique, 
p.  445.     Edit.  Guillaumin. 


SMITH    ADOPTS    TWO    CONTRADICTORY   THEORIES.    191 

a  great  rise  in  the  market  price  of  bullion,  and,  a  necessary  con- 
sequence, a  fall  in  the  foreign  exchanges. 

41.  The  foregoing  considerations  enable  us  to  affix  a  definite 
and  specific  meaning  to  a  phrase  which  is  now  in  constant  use, 
lint  which  we  have  never  yet  seen  any  attempt  to  explain.  All 
discussions  upon  currency  are  full  of  misty  and  vague  expressions 
about  "  excessive  issues,"  "  over-issues,"  but  we  have  never  seen 
any  attempt  to  define  what  an  "over-issue"  is.  Now,  "over- 
issues "  in  general,  must  consist  of  specific  instances  of  "  over- 
issue" in  particular  cases.  Where  is  the  use  or  the  sense  of 
casting  vague  and  indefinite  accusations  against  the  Bank  of 
making  "  excessive  issues,"  unless  the  person  who  makes  the 
charge  is  prepared  to  point  out  specifically  which  issues  are  ex- 
cessive, and  which  are  not?  Now,  the  meaning  which  we  affix 
to  an  "  excessive  issue,"  or  an  "  over-issue,"  is  an  advance  upon 
an  unsuccessful  operation,  or  the  "  purchase  of  a  bad  debt." 
Every  quantity  of  currency  advanced  to  promote  an  unsuccessful 
operation,  or  which  purchases  a  bad  debt,  alters  the  proportion 
between  the  currency  and  the  debt,  or  the  capital  it  represents. 
Each  specific  instance,  then,  of  such  an  operation,  is  an  "  over- 
issue," and  the  expression  "over-issue,"  or  "excessive-issue," 
has  no  other  meaning. 

V 

42.  The  foregoing  considerations  also  shew  the  complete 
fallacy  of  the  theory  we  have  been  discussing,  of  issuing  notes 
upon  "  good  bills."  In  a  banker's  sense,  a  "  good  bill,"  means 
simply  a  bill  which  is  duly  paid  by  the  proper  party  at  maturity. 
It  is  not  the  smallest  consequence  to  him,  whether  the  transac- 
tion out  of  which  the  bill  originated  is  a  profit  or  a  loss  to  the 
person  who  incurred  the  obligation,  as  long  as  he  is  paid.  But 
if  the  expression  "good  bill"  be  taken  in  a  more  extended 
and  philosophical  sense,  to  denote  a  bill  upon  which  it  is  safe 
to  issue  currency,  it  is  a  very  different  matter  indeed,  for 
then  a  "  good  bill "  can  only  mean  one  generated  by  a  suc- 
cessful operation. 

4-'?.  It  is  not  a  little  remarkable,  that  Adam  Smith  adopts  both 
the  theories  of  paper  currency,  which  have  imposed  so  exten- 
sively on  the  banking  and  mercantile  world,  and  thai  within  a 
very  few  pages  of  each  other.  The  one  theory,  that  which  the 
Bank  Directors  and  merchants  adopted  in  L810;  the  other,  which 
is  the  great  currency  fallacy  of  the  present  day.  The  two 
theories  are  utterly  irreconcilable  and  Lnconsistenl  with  each 
other;  the  one  necessarily  leads  to  the  most  excessive  over-issues 
and  depreciation  of  the  paper  currency,  the  other,  if  carried  out 
in  all  its  integrity,  would  be  utterly  destructive  to  the  business 
of  bankinsr. 
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44.  What  then  is  the  only  true  foundation  of  a  paper  cur- 
rency ?  Every  consideration  of  sound  reasoning  and  science, 
proves  that  the  only  true  foundation  of  a  paper  currency  is  that 
sul  (stance  which  is  the  legal  or  the  universally  accepted  represen- 
tative of  Debt,  i.  e.,  of  services  due,  whatever  that  substance  be. 
Now,  among  all  civilized  nations  gold  or  silver  bullion  is  the 
acknowledged  representative  of  debt.  Consequently,  gold  or 
silver  bullion  is  the  only  true  basis  of  a  paper  currency.  Among 
all  civilized  nations  the  weight  of  bullion  is  the  acknoioledged 
measure  of  value,  and,  consequently,  bullion  is  the  only  true 
basis  of  the  "promises  to  pay."  Many  imthinking  persons 
declaim  against  the  absurdity  of  founding  a  paper  currency 
upon  the  commodity  of  gold  bullion  rather  than  any  other  com- 
modity, such  as  wheat,  or  silk,  or  sugar.  But  it  is  not  as  a 
commodity  that  bullion  is  the  basis  of  a  paper  currency,  but  as 
the  substance  which  is  the  accepted  representative  of  debt.  It 
would  be  perfectly  possible  to  make  a  yard  of  broadcloth,  or  a 
Dutch  cheese,  representative  of  debt,  and  the  measure  of  value; 
then  broadcloth  or  Dutch  cheeses  would  be  the  only  true  basis  of 
a  paper  currency,  and  to  issue  paper  upon  the  basis  of  bullion 
would,  in  such  a  case,  be  as  improper  as  to  issue  paper  on  the 
basis  of  broadcloth,  or  Dutch  cheeses,  under  existing  circum- 
stances. But  all  nations  are  agreed  that  bullion  is  better  fitted 
by  nature  for  such  a  purpose  than  broadcloth,  or  Dutch  cheeses  ; 
and,  consequently,  as  it  seems  to  be  the  substance  j^ointed  out  by 
nature  herself  for  representing  debt,  it  is  the  substance  which 
forms  the  only  true  basis  of  a  paper  currency. 

45.  Bullion,  then,  as  the  symbol  of  debt,  is  not  only  the  sole 
proper  basis  of  a  paper  currency,  but  is  the  only  true  regulator 
of  its  amount.  As  all  paper  currency  is  a  "  promise  to  pay  " 
gold  or  silver  bullion  at  some  definite  time,  it  is  quite  evident 
that  the  "promises  to  pay"  floating  in  a  nation  must  bear  sonic 
proportion  in  quantity  to  the  actual  quantity  of  the  bullion.  It 
is  quite  impossible  to  fix  any  definite  proportion,  because  that 
depends  upon  a  multitude  of  peculiar  circumstances.  Experience 
is  the  only  guide  on  the  subject. 

46.  Specie  and  credit,  or  money  and  promises  to  pay  money, 
then,  form  the  only  true  circulating  medium  or  currency,  and 
they  are  its  limits.  If  the  limits  of  specie  and  credit  are  once 
transgressed,  we  plunge  at  once  into  the  dread  abyss  of  Lawism, 
and  there  is  no  logical  goal  till  we  arrive  at  the  assignats  of  1796, 
or  the  issues  in  America  in  1S37  ;  and  even  these  did  not  reach 
the  full  limits  allowed  by  the  theory.  It  is  impossible  to  exceed 
the  boundaries  of  money  and  credit  by  a  single  iota,  without 
involving  this  absurdity — that  toe  can  buy  a  thing  and  keep  the 
price  of  it  as  well. 
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47.  Money  and  credit,  then,  must  always  increase  and  decrease 
together.  If  a  man's  real  capital  is  reduced  from  £1,000  to  £100, 
it  is  quite  clear  that  lie  cannot  safely  keep  in  circulation  as  many 
"promises  to  pay"  as  when  he  had  £1,000,  and  if  his  real 
capital  is  leaving  hira,  he  must  reduce  his  liabilities  in  a  similar 
proportion.  If  he  chooses  to  spend  £500  in  buying  commodities, 
such  as  com,  it  is  quite  clear  he  cannot  spend  the  money,  buy 
the  commodity,  and  have  the  price  as  well.  Now,  what  is  true 
of  a  single  individual  is  equally  true  of  a  bank,  or  of  a  nation. 
When  an  ordinary  bank  feels  a  drain  upon  its  bullion,  it  must 
reduce  its  liabilities,  its  "promises  to  pay,"  or  else  the  ruin  oi 
that  bank  is  certain.  Now,  some  people  think,  that  though  this 
must  be  true  of  private  banks,  yet  it  is  the  reverse  of  true  applied 
to  the  Bank  of  England,  and  that,  as  its  bullion  decreases  it 
ought  to  increase  its  issues.  Sir  Archibald  Alison  frequently 
reminds  us  of  the  truism  that  the  same  great  law  regulates  the 
fall  of  a  pebble  and  the  motion  of  the  planets.  So  we  may  say, 
that  the  same  great  law  regulates  the  relations  between  the  credit 
and  the  capital  of  the  humblest  individual,  the  smallest  bank, 
the  Bank  of  England,  and  the  British  nation.  Some  people 
think  that  as  capital  decreases  credit  should  increase.  What 
makes  the  credit  of  Great  Britain  so  great?  Because  her  capital 
is  so  great.  Why  is  the  credit  of  Russia  so  low  ?  Because  her 
capital  is  so  small. 

48.  The  operation  of  reducing  "issues"  or  "advances,"  is 
always  one  which  will  excite  much  complaint,  and  requires  to  be 
done  with  much  delicacy;  and,  indeed,  the  grand  problem  in 
regulating  the  paper  currency,  is  to  discover  the  true  mode  of 
acting  upon  it,  so  as  on  the  one  hand  to  maintain  always  its  uni- 
formity in  value  with  the  coin  it  represents,  and  on  the  other  not 
to  contract  it  too  suddenly  and  violently,  and  without  giving  the 
public  sufficient  warning  to  enable  them  to  reduce  their  liabilities 
in  proportion. 

49.  From  the  amazing  confusion  of  language  and  thought 
which  pervades  almost  all  treatises  on  monetary  science,  the  plain 
and  obvious  method  of  controlling  the  paper  currency  has  almost 
entirely  eluded  observation.  No  person  who  apprehended  the 
true  nature  of  banking,  and  expressed  it  in  simple  language, 
could  fail  to  sec  the  natural  controller.  The  main  business  of  com- 
mercial banking  is  discounting  mercantile  bills — that  is,  buying 
debts.  Discounting  a  bill  for  a  merchant  is  not  lending  him 
money  bill  l>"!/i>i<J  :i  debt  due  to  him  ;  and  the  price  of  such  debt 
must  follow  exactly  the  same  laws  as  the  price  of  coin,  or  any 
other  article.  If  money  is  very  scarce,  and  wheal  very  abundant, 
the  price  of  wheat  must  fall;  if  money  is  very  abundant,  the 
price  of  wheal   will   rise.     The  price  of  debts  obeys  the  same 
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rule  .  If  money  becomes  veiy  scarce,  the  price  of  debts  must 
fall,  i.  e.,  the  discount  must  rise.  If  capital  becomes  abundant, 
the  price  of  debts  will  rise,  i.  e.,  the  discount  will  fall.  The  price 
of  debts,  then,  must  follow  the  same  great  laws  of  nature  that 
the  price  of  wheat  does.  Now,  does  not  every  man  of  common 
sense  know  that  it  is  the  most  foolish  and  insane  thing  to  try 
to  control  the  price  of  wheat?  As  we  have  shewn  in  another 
place,  it  is  not  the  fluctuation  of  the  price  of  wheat  that 
is  the  evil,  but  it  is  only  the  sign  of  evil.  The  real  evil  is  the 
change  in  the  proportion  of  the  demand  and  supply,  and  the  fluc- 
tuation of  the  price  is  the  grand  natural  corrector  of  the  evil. 
Does  not  every  one  know  that  a  high  price  of  corn  is  the  way  to 
attract  corn  where  it  is  deficient,  and  a  low  price  the  way  to 
repel  it  from  where  it  is  already  too  abundant  ?  Does  not  every 
one  with  common  sense  know  that  it  is  the  most  fatal  folly 
to  force  down  the  price  of  wheat  when  there  is  a  real  scarcity, 
and  to  sell  it  below  the  price  it  would  naturally  attain  ?  Can  any 
course  be  more  suicidal  ? 

50.  Now,  apply  all  the  arguments  which  suggest  themselves 
so  irresistibly  in  the  case  of  wheat  to  the  case  of  credit,  or  the 
purchase  of  debts,  and  the  same  results  follow.  The  same 
great  law  of  nature  operates  to  preserve  the  due  proportion 
between  capital  and  credit,  and  any  interference  with  this  great 
law  must  necessarily  be  attended  with  the  same  evil  con- 
sequences as  an  interference  with  the  natural  price  of  wheat. 
And  yet  almost  all  legislation  up  to  a  very  recent  period,  and 
almost  all  writers  on  political  economy,  and  too  many  of  the 
commercial  world,  are  in  a  perverse  combination  to  thwart  this 
great  law  of  nature,  and  attempt  to  keep  the  rate  of  discount,  or 
the  price  of  debts,  fixed  at  a  uniform  scale ! 

51.  While,  therefore,  the  greater  part  of  commercial  com- 
plaints are  levelled  against  variations  in  the  rate  of  discount  as 
the  great  evil,  the  truth  is,  it  is  only  the  sign  of  the  evil.  The 
i\;'!  evil  is  the  altered  proportion  between  capital  and  credit,  and 
a  variation  in  the  rate  of  discount  is  the  grand  natural  corrector 
of  the  evil.  To  attempt  to  keep  the  rate  of  discount  uniform,  is 
to  thwart  and  contravene  the  laws  of  nature  just  the  same  as  an 
attempt  to  fix  the  price  of  wheat.  Like  all  true  laws  of  nature, 
the  simplicity,  beauty,  and  perfection  of  its  action  is  marvellous, 
and  it  produces  a  multitude  of  results  which  are  not  perhaps 
very  obvious  at  first.  If  capital  is  leaving  the  country  and  be- 
coming scarce  compared  to  credit,  every  principle  of  nature 
shews  that  the  value  of  money  must  rise,  i.  e.,  the  rate  of  discount 
must  rise ;  and  this  has  a  tendency  to  prevent  the  outflow 
of  bullion,  and  to  attract  it  from  abroad;  on  the  other  hand, 
if  capital  be  flowing  into  the  country  and    likely   to   become 
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too  abundant  compared  to  credit,  a  fall  in  its  value,  or 
a  fall  in  the  rate  of  discount,  repels  it  from  the  country. 
If  a  nation  be  visited  with  a  greal  failure  of  the  crops  it 
can  only  buy  such  food  from  foreign  countries  with  its 
commodities  or  its  money;  it  cannot  send  its  credil  in  payment 
abroad.  Now,  if  commodities  are  too  dear,  it  must  pay  with 
money,  and  credit  in  this  country  is  the  great  producing  power, 
and  credit/'"/-  <i  time  is  a  greal  sustainer  of  prices  by  enabling 
people  to  withhold  their  commodities  from  the  market.  Now, 
raising  the  rate  of  discount  curtails  credit,  forces  sales,  and 
thereby  lowers  the  prices  of  commodities,  and  makes  it  less 
profitable  to  export  specie,  and  more  profitable  to  export  goods. 
Moreover,  this  rise  in  the  value  of  money  here,  i.  e.,  the  low 
price  of  debts  and  commodities,  tempts  buyers  from  n 
bouring  countries  to  bring  their  money  here.  It  thus  causes 
an  inflow  of  bullion,  and  restores  our  currency  to  an  uniformity 
of  value  with  that  of  neighbouring  countries.  Again,  if  this 
nation  has  to  spend  a  great  part  of  its  money  in  buying  for 
corn,  it  is  quite  clear  that  it  has  not  got  so  much  to  spend  in 
purchasing  goods;  an  over-production  of  goods,  therefore,  can 
only  end  in  a  disastrous  fall  in  prices.  And  here,  too,  the 
beautiful  action  of  this  great  law  of  nature  is  manifest.  So 
enormous  a  proportion  of  the  commodities  of  this  country  are 
produced  by  the  credit  system,  that  a  rise  in  the  rate  of  discount 
just  hits  profits  between  wind  and  water,  as  we  may  say.  Con- 
sequently, a  rise  in  the  rate  of  discount  retards  and  curtails 
production  in  proportion  to  the  diminished  consuming  powers  of 
the  nation,  and  so  prevents  such  a  ruinous  fall  in  price  as  would 
necessarily  follow  an  undiminished  production,  accompanied  by  a 
diminished  power  of  consumption. 

52.  In  fact,  when  a  commercial  crisis  occurs  in  a  country,  it 
invariably  means  that  more  persons  are  wishing  to  sell  than 
there  are  persons  to  buy,  or  at  least,  at  remunerative  prices.  A 
commercial  crisis  invariably  arises  from  a  lark  of  purchasers, 
which  is,  in  fact,  over-production.  True  prudence,  therefore, 
shews  that  in  all  commercial  crises,  production  should  b<  curbed. 
It  is  much  better  not  to  produce  at  all,  than  to  pro. luce  and  be 
obliged  to  sell  at  a  loss.  To  produce,  and  be  obliged  to  sell 
below  the  cost  of  production,  is  hiss  of  capital.  It  is  b 
therefore,  not  to  employ  the  capital  at  all  than  to  lose  it, 
Raising  the  rate  of  discount,  therefore,  acts  as  a  timely  warn- 
ing to  producers  to  hold  hard.  It  is  necessary  to  dispose  of  lin- 
stock already  produced,  before  producing  more,  and  if  the 
stream  of  sale  is  stopped  while  production  continues,  ii  can 
only  end  in  a  more  aggravated  i'all  at  last. 

53.  Now,  what  is  the  necessary  consequence  of  an  attempt  to 
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thwart  this  great  law  of  nature?  In  time  of  scarcity  of  food, 
and  a  necessary  export  of  money  to  buy  it,  if  the  rate  of  dis- 
count be  kept  unnaturally  low,  nothing  but  money  will  go; 
commodities  are  too  dear,  they  will  not  go.  Again,  money 
being  kept  at  an  unnaturally  low  rate  here,  no  one  will  bring 
it  here  from  neighbouring  countries,  consequently,  great  quan- 
tities of  money  will  go  out  and  none  will  come  in,  till  at  last  the 
circulating  medium  will  be  nothing  but  "  promises  to  pay,"  and 
no  money  to  pay  them  with.  Then,  at  last,  violent  convulsions, 
total  destruction  of  credit,  every  one  wishing  to  sell,  and  no  one 
wishing  or  able  to  buy. 

54.  On  the  other  hand,  if,  when  capital  is  flowing  in  with  too 
great  abundance,  it  be  not  repelled  by  a  due  diminution  in  the 
value  of  money,  i.  e.,  a  fall  in  the  rate  of  discount,  it  will  continue 
to  do  so  until  it  is  so  superabundant  that  a  violent  fall  takes 
place.  Persons  who  are  accustomed  to  depend  on  the  incomes 
they  derive  from  the  interest  of  money,  suddenly  find  that  their 
means  are  seriously  diminished.  In  the  year  1824  there  was 
such  a  plethora  of  capital  in  the  country  that  the  Scotch  banks 
gave  no  interest  on  deposits;  after  1824  came  1825.  Then  wild 
speculations  find  favor  in  the  public  mind,  promising  higher 
profits,  and  then  the  community  goes  through  the  cycle  of 
bubble  speculation,  extravagant  credit,  ending  in  a  commercial 
cat  astrophe.  We  may  feel  quite  certain  that  if  during  the  vai-ious 
crises  this  country  has  passed  through,  there  had  been  more 
attention  paid  to  observe  the  natural  rate  of  discount,  instead 
of  thwarting  the  course  of  nature,  though  the  variations 
would  have  been  more  frequent,  they  would  have  been  less 
violent  and  extreme.  If  capital  is  coming  in  with  too  great 
speed,  it  is  good  to  lower  the  rate  of  discount  quickly  to  prevent 
it  getting  lower ;  if  capital  is  going  out  too  rapidly  it  is  good  to 
raise  the  rate  quickly  to  prevent  its  being  higher. 

55.  Such,  however,  is  the  perversity  of  men  that  many  think 
that  a  uniform  and  invariable  rate  of  discount  is  the  great  thing 
to  be  preserved,  no  matter  what  nature  may  say  to  the  contrary, 
and  their  ingenuity  is  racked  to  devise  a  plan  for  always  keeping- 
it  so,  just  as  if  the  governor  of  the  steam  engine  ought  always 
to  revolve  with  uniform  velocity.  Now,  the  inevitable  con- 
sequence of  taking  these  means  to  thwart  nature  will  be,  that 
when  capital  is  scarce,  it  will  be  repelled  by  a  lower  rate  than 
the  natural  one ;  when  it  is  already  too  abundant,  it  will  be  still 
further  attracted  by  a  rate  higher  than  the  natural  one. 

56.  The  extreme  anxiety  of  persons  to  attain  an  impossible 
object,  always  to  have  the  power  of  selling  debts  due  to  them  at 
a  uniform  rate,  has  led  to  a  very  prevalent  theory,  which  seems 
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very  innocent  and  simple.  It  being  desirable  always  to  maintain 
the  currency  at  a  uniform  amount,  they  propose  that,  as  gold 
goes  out,  paper  should  be  issued  to  supply  its  place.  This 
theory  is  adopted  by  Sir  Archibald  Alison,  who  says,  after  con- 
demning the  theory  that  gold  and  paper  must  vary  together: — 

"The  true  system  would  be  just  the  reverse.  Proceeding  on 
the  principle  that  fhe  great  object  is  to  equalize  the  currency, 
and  with  its  prices  and  speculation,  it  would  enlarge  the  paper 
currency  when  the  precioixs  metals  are  withdrawn,  and  credit  is 
threatened  with  a  stoppage,  and  pi'oportionally  contract  it  when 
the  precious  metals  return,  and  the  currency  is  becoming 
adequate  without  any  considerable  addition  to  the  paper." 

57.  There  would  be  certainly  something  sjiecious  in  the  idea 
of  issuing  bank  notes  to  supply  the  place  of  the  gold  that  went 
out,  if,  unfortunately,  it  had  not  been  tried  over  and  over  again, 
an<i  been  attended  uniformly  with  a  catastrophe.  When  gold 
was  leaving  the  country  in  vast  quantities  in  1796,  the  Bank  of 
England  still  maintained  its  issues,  against  its  own  will,  it  is 
true,  but  yet  the  fact  illustrates  the  principle,  and  the  con- 
sequence was  the  suspension  of  cash  payments  in  1797.  When 
the  Bank  had  got  right  again  in  1817,  a  drain  for  foreign  loans 
began,  and  the  Bank  extended  its  issues  in  1818,  and  the  con- 
sequence was  the  second  suspension  of  cash  payments  in  1819. 
In  1824,  when  bullion  was  departing  from  the  country  like  a 
flood,  the  Bank  extended  its  issues;  then,  when  it  saw  itself  right 
in  the  vortex  of  bankruptcy,  it  suddenly  altered  its  policy,  ami 
the  result  of  all  this  was  the  catastrophe  of  1825.  In  1838-9,  a 
similar  drain  occurred,  the  Bank,  with  marvellous  perversity, 
maintained  its  rate  of  discount  considerably  below  the  market 
rate,  and  the  result  was  the  monetary  crisis  of  1839.  In  1847, 
there  was  the  same  error  and  the  same  result.  Surely  t  bese 
instances  are  enough  to  destroy  this  fatal  delusion. 

58.  In  fact,  Sir  Archibald  and  the  great  body  of  public 
writers  who  share  these  sentiments,  wholly  mistake  the  object 
to  be  sought  for  in  so  delicate  and  artificial  a  machine  as  a  paper 
currency."  The  object  to  be  aimed  at  is  not  to  preserves  uniform 
rate  of  discount  in  this  country,  but  to  maintain  a  uniformity  in 
the  value  of  the  British  currency  with  that  of  other  countries.  If 
money  is  made  artificially  cheap  in  this  country,  that  is,  cheaper 
than  it  is  in  neighbouring  countries,  persons  in  this  country  will 
ea%>ort  it  to  where  it  is  of  greater  value;  they  will  buj  foreign 
securities,  they  will  import  foreign  commodities.  On  the  other 
hand,  foreign  nations  will  flood  this  country  with  their  securities 
—just  as  tlie  Americans  did  in  1839,  when  the  Bank  kept  down 
the  rate  of  discount  below  its  proper  Level— because  they  can 
sell  them  at  a  better  price  here  than  in  their  own  country,     [fa 
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man  wishes  to  sell  a  horse,  and  my  neighbour  will  only  give 
£90  for  it  and  I  -will  give  £96,  he,  of  course,  will  sell  the  horse  to 
me,  and  take  away  my  cash.  So,  when  the  Americans  wished  to 
sell  their  debts,  and  found  that  in  their  own  country  they  could 
only  get  £'90  per  cent,  for  them,  whereas  they  could  get  £97  per 
cent,  for  them  in  England,  as  a  natural  conseqxience,  they  sent 
them  to  England  for  sale,  and  took  away  the  cash.  The  only  way 
for  England  to  have  stopped  this  would  have  been  to  give  no 
move  for  these  securities  than  the  Americans  would  themselves ; 
in  other  words,  to  maintain  a  uniformity  in  value  between  the 
currencies  of  the  two  countries. 

59.  When  the  foreign  exchanges  are  unfavorable  to  this 
country,  the  simple  meaning  of  that  is,  that  it  is  profitable  to 
export  gold.  Now,  where  is  the  gold  got  from  for  exportation? 
From  the  Bank  of  England.  And  how  is  it  got  from  there  ?  By 
getting  hold  of  the  Bank's  "  promises  to  pay"  gold  on  demand. 
Now,  when  the  Bank  of  England  knows  that  a  multitude  of 
persons  are  trying  to  get  hold  of  its  "  promises  to  pay,"  for  the 
purpose  of  demanding  gold  for  them,  to  carry  out  of  the  country, 
would  it  not  be  the  height  of  folly  in  the  Bank  to  be  multiplying 
its  "  promises  to  pay"  in  all  directions,  and  selling  them  cheap? 
This  would  be  exactly  as  wise  as  if  the  captain  of  a  ship, 
directly  he  saw  a  storm  coming  on,  were  to  set  all  his  studding- 
sails  and  royals.  When  the  captain  sees  the  tempest  approaching, 
he  must  get  down  his  top-gallant  masts  and  reef  his  topsails ; 
so,  when  a  commercial  tempest  is  threatened,  it  behoves  those 
who  pilot  the  vessels  of  credit  to  contract  their  "  promises  to 
pay." 

60.  The  plan  projiosed  by  Sir  Archibald,  and  a  multitude  of 
unthinking  writers,  is,  that  when  gold  is  leaving  the  country, 
commissioners  should  be  appointed  to  issue  an  equal  amount  of 
incontrovertible  paper,  which  is  to  be  withdrawn  when  gold 
comes  back  again.  But  what  is  to  be  done  with  the  convertible 
paper  already  in  existence?  Is  it  to  be  declared  inconvertible ? 
For,  as  long  as  the  rate  of  discount  is  depressed,  there  will  be  a 
constant  demand  for  gold  in  exchange  for  notes,  and  a  corres- 
ponding amount  of  inconvertible  paper  must  be  issued.  Let  this 
wonderful  theory  be  put  in  practice,  and  the  drain  will  not  cease 
until  every  sovereign  has  left  the  country ;  and,  moreover,  they 
never  will  come  back  again.  For,  as  the  avowed  intention  is  to 
keep  down  the  rate  of  discount,  and  to  keep  up  prices,  there  is 
nothing  to  bring  the  bullion  back  again.  Nothing  can  bring  it 
back  again  here,  except  we  can  sell  our  commodities  or  debts 
cheaper  than  other  nations.  But  it  is  the  avowed  intention  of 
these  issues  to  prevent  that;  consequently,  no  bullion  ever  will 
come  back. 
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61.  But,  moreover,  this  wonderful  panacea  of  all  monetary 
ills — issuing  an  inconvertible  paper  currency,  to  supply  the  place 
of  the  gold  that  goes  out — is  just  our  old  friend  John  Law's 
scheme  over  again,  of  issuing  paper  currency  based  upon  com- 
modities. Those  who  advocate  this  think  that  the  nation  can 
send  its  money  abroad  to  buy  food,  and  have  it  as  well  in  the 
form  of  paper  money.  Just  as  if  a  man  might  go  into  a  shop, 
spend  his  money  there  in  buying  goods,  and  then  have  it  again 
in  the  form  of  a  "promise  to  pay."  When  will  this  stupendous 
delusion  be  eradicated  from  the  public  mind  ?  If  I  have  a 
certain  quantity  of  money  in  my  till,  I  may  safely  give  a  "  pro- 
mise to  pay ;"  or,  if  I  know  for  certain  that  money  is  coming  in 
to  me  on  a  certain  day,  I  may  give  my  "  promise  to  pay  "  at  a 
certain  date;  but  when  I  have  actually  spent  my  money,  and  it 
is  gone  away  from  me  for  ever,  to  think  that  I  can  then  grant  a 
"promise  to  pay"  worth  anything,  is  an  idea  which  savours 
little  of  sanity.  In  1696-7,  during  the  re-coinage  of  the  silver, 
the  Bank  of  England  might  have  issued  £1  notes  with  the 
greatest  advantage  and  propriety  for  a  temporary  purpose, 
because  it  knew  that  it  wrould  shortly  have  the  money  to  pay 
them  with  ;  but  when  the  money  is  gone  from  the  bank  to  buy 
corn  abroad,  it  would  be  the  most  dangerous  folly  possible  to 
issue  notes  to  supply  the  place  of  gold. 

62.  But  there  are  several  other  considerations  which  point  out 
that  the  rate  of  discoimt  is  the  true  method  of  acting  upon  the 
paper  currency.  As  soon  as  the  exchange  becomes  so  unfavor- 
able as  to  make  it  profitable  to  export  gold  an  immense  number 
of  bills  are  fabricated  for  the  purpose  of  being  sold  for  the  sake 
of  the  premium  ;  and  these  will  continue  to  be  fabricated  as  long 
as  the  rate  of  discoimt  is  kept  below  that  of  neighbouring 
countries ;  now,  raising  the  rate  of  discount  strangles  all  such 
operations  in  the  birth.  If  only  the  numerical  amount  of  notes 
be  looked  to,  and  the  rate  of  discoimt  be  kept  down,  these  spe- 
culators may  get  their  bills  passed,  while  legitimate  trade  bills 
may  be  refused.  A  moderate  rise  in  the  rate  of  discount  will 
never  inflict  any  real  injury  on  trade  at  all  equal  to  the  refusal 
to  discount  trade  bills  altogether ;  and  that  is  the  result  which 
has  always  ensued  from  a  perseverance  in  keeping  down  the 
value  of  money  below  its  natural  level. 

63.  Moreover,  when  the  nation  is  actually  obliged  to  spend  its 

money  in  having  foreign  corn,  or  on  any  other  object,  such  as 
war,  it  is  quite  impossible  that  it  can  have  so  much  money  to 
spend  upon  other  things ;  its  consuming  powers,  therefore,  are 
diminished;  it  must  economise  in  other  things.  Now,  if  the 
rate  of  discount  is  kept  below  its  natural  level,  it  Stimulates  and 
encourages   production   so   much    beyond   the   powers   of  con 
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sumption,  that  it  must  necessarily  terminate  in  an  aggravated 
fall  in  prices.  A  timely  raising  of  the  rate  of  discount  is, 
therefore,  a  warning  to  producers  to  contract  their  operations 
gradually.  But  keeping  it  unnaturally  low,  lulls  them  into  false 
security  ;  they  maintain  their  engagements  on  credit  on  an  undi- 
minished scale,  till  at  last,  the  Bank,  for  its  own  safety,  is  obliged 
to  pull  up  on  a  sudden — to  bring  up  all  standing.  Then  follows 
a  total  refusal  to  discount,  commercial  panic,  and  rum. 

64.  It  is,  then,  an  incontrovertible  fundamental  truth  in 
monetary  .science,  that  specie  and  credit  form  the  circulating 
medium,  and  that  they  must  increase  and  decrease  together.  An 
increase  of  currency,  without  an  increase  of  debt,  has  no  effect 
but  to  diminish  the  value  of  the  currency.  The  same  thing 
happens,  if,  when  debt  is  destroyed,  currency  is  not  destroyed 
with  it.  If  a  metallic  currency  increases  faster  than  debt,  nature 
provides  a  remedy — it  is  immediately  exported.  But,  with  an 
inconvertible  paper  currency,  this  cannot  happen,  and  when  debt 
is  destroyed,  currency  remains  in  circulation  ;  when  this  goes  on 
for  any  length  of  time,  or  to  any  extent,  the  inevitable  result  is  a 
depreciation  of  the  paper  currency,  which  is  shewn  by  the  rise 
of  the  market  above  the  Mint  price  of  gold.  This  was  eminently 
exemplified  in  England  in  the  years  subsequent  to  1810.  The 
extravagant  speculations  were  followed  by  an  enormous  de- 
struction of  capital ;  but  the  currency  which  was  issued  to 
represent  it  remained  in  circulation,  and  soon  manifested  itself 
in  a  rapid  fall  of  the  value  of  paper.  It  was  impossible  that 
paper  ever  should  right  itself,  unless  this  superfluous  currency 
was  destroyed.  It  is  recorded  that  an  Irishman,  once  having 
taken  a  dislike  to  a  banker,  in  order  to  spite  him,  collected  a 
number  of  his  notes  and  burned  them.  It  would  have  been  an 
excellent  thing  for  the  country  bankers  of  England,  in  1814-15, 
if  some  one  had  done  the  same  kind  office  for  them.  The  quantity 
of  paper  currency  was  so  excessive,  compared  to  what  it  repre- 
sented, that  nothing  could  restore  it  to  its  par  value,  but  the 
destruction  of  a  large  portion  of  it ;  and  this  was  brought  about 
by  the  destruction  of  the  issuers  of  it ;  and,  when  this  was  doue, 
the  value  of  the  remainder  rose  to  par. 

65.  We  have  gone  over  most  of  the  theories  of  currency  which 
have  attained  the  greatest  practical  importance.  That  there  are 
others,  is  true  ;  but  they  have  generally  been  confined  to  a  small 
knot  of  fanatics.  But,  as  they  seem,  at  last,  to  have  died  out, 
we  need  not  weary  our  readers'  patience  by  disturbing  their 
peaceful  oblivion. 
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successive   increases  of  capital reorganisation  by 

Sir  R.  Peel — His  Three  States  of  Opinion  on  the 
Currency — Arithmetical  Error  of  those  who  think 
that  the  bank  act  enforces  the  currency  principle 
■  — Distinction  between  the  Banks  founded  on  that 
Principle  and  the  Bank  of  England — Suspension  of 
the  Act  in  1847,  1857,  and  1866 — The  Principles  of 
the  framers  of  the  act  of  1844  quite  different  from 

those  of  the  bullion  report a  strict  attention  to 

the  Rate  of  Discount  is  the  true  way  of  controlling 
Credit — This  now  generally  Understood  and  Adopted 
— The  Bank  Act  may  now  be  Safely  Repealed,  as  it 
has  caused  this  Principle  to  be  Understood. 

1.  We  are  now,  at  length,  in  a  position  to  take  a  compre- 
hensive survey  of  the  organisation  of  the  Bank  of  England,  and 
of  the  Bank  Act  of  1 844.  Of  all  the  Acts  in  the  Statute  book, 
there  is  none  which  comes  home  to  every  man,  which  so  nearly 
affects  every  man's  interest,  as  this  Act.  Few  persons  are 
aware  of  its  extremely  complicated  nature.  We  hear  sometimes 
of  the  principle  of  the  Act  of  1844,  as  if  there  were  but  one 
principle  involved  in  it !  or  as  if  the  object  of  it  were  the  same 
thing  as  the  principle ;  the  object  it  aims  at,  the  same  thing  as 
the  theory  it  adopts  to  obtain  that  object.  Whereas,  in  truth, 
it  is  founded  upon  a  mult i] (licit y  of  theories — it  is  a  combination 
of  several  theoi-ies  of  currency,  and,  moreover,  devises  a  par- 
ticular machinery  for  carrying  them  out.  When,  therefore,  we 
consider  its  very  complicated  nature,  we  sec  what  a  boundless 
field  of  controversy  it  may  give  rise  to ;  for  each  of  the  several 
theories  it  emlx  »dies  maybe  partially  or  totally  erroneous;  and 
even  if  they  be  correct,  the  machinery  devised  for  enforcing 
them  may  be  imperfect,  or  erroneous,  and  inefficient  for  its 
purpose.  We  think,  however,  that  we  are  now  in  a  position  to 
examine  the  theories  upon  which  it  is  founded — to  test  them  by 
the  fundamental  principles  of  monetary  science  established  in 
the  preceding  chapters,  and  to  point  out  those  principles — if  any 
- — which  it  violates. 
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2.  In  the  first  chapter  we  obtained  the  great  fundamental 
conception,  which  is  the  basis  of  monetary  science,  that  money 
is  the  representative  of  debt,  or  services  due;  that,  where  there 
is  no  debt,  there  can  be  no  money.  In  the  preceding  chapter  we 
found  that  the  fundamental  error  of  Law's  Theory  of  Paper 
Money  is,  that  it  ci-eates  currency  where  there  is  no  debt  for  it 
to  represent.  The  consequence  of  which  is,  that  an  additional 
quantity  of  material  is  poured  into  the  channel  of  circulation,  as 
it  is  called ;  that  is,  a  greater  quantity  of  material  is  required  to 
do  exactly  the  same  duty  as  a  smaller  quantity  did  before ;  the 
consequence  of  which  is  a  depreciation  of  the  whole,  which  may 
proceed  to  any  length ;  and  we  have  given  several  examples  of 
the  practical  results  of  this  plausible  and  wide-spread,  but  delu- 
sive, theory. 

We  must  now  examine  the  organisation  of  the  Bank  of 
England,  and  we  shall  find  that  it,  too,  is  based  upon  Lawism.  * 

3.  The  Bank  was  a  corporation  who  advanced  £1,200,000  in 
cash  to  Government.  In  exchange  for  this  they  received  an 
equal  amount  of  Government  stock,  with  interest  at  8  per  cent., 
or  an  annuity  of  £100,000  a  year. 

Now,  when  they  had  received  this  annuity,  they  had  already 
received  an  equivalent  for  their  cash.  But,  in  addition  to  that, 
they  were  allowed  to  create  an  amount  of  notes  equal  to  their 
capital,  to  trade  with,  and  it  was  supposed  that  the  annuity  of 
£100,000  in  cash  was  sufficient  to  support  the  credit  of  these 
notes. 

Now,  we  at  once  perceive  the  essential  distinction  between 
the  Banks  of  Venice,  Amsterdam,  and  Hamburg,  and  the  Bank 
England.  The  former  banks  were  examples  of  the  Currency 
Principle.  The  bullion  paid  into  them  was  kept,  or  was  pro- 
fessed to  be  kept,  in  their  vaults,  and,  as  long  as  it  was  so,  the 
credit  created  by  them  was  exactly  equal  to  the  bullion  paid  in. 
Their  function  was  solely  to  gratify  the  sigh  of  the  Chinese 
writer,  to  exchange  credit  for  bullion  and  bullion  for  credit. 
Hence  these  banks  created  no  augmentation  of  the  currency. 

But  the  case  of  the  Bank  of  England  was  manifestly  wholly 
different.  The  Bank  paid  over  the  money  to  Government,  who 
put  it  into  circulation.  The  Bank  received  the  annuity,  and  was 
also  permitted  to  create  £1,200,000  in  Bank  notes,  and  trade 
with  them,  by  discounting  bills  of  exchange,  or  otherwise. 
Thus,  the  Bank  had  not  only  sold  its  cash  to  Government,  but 
it  was  also  allowed  to  have  it  as  well  in  the  form  of  notes,  to 
trade  with  and  make  a  profit. 

4.  Now  can  any  one  fail  to  see  that  this  proceeding  augmented 
the  currency  by  the  amount  of  £1,200,000,  and  that  the  Bank 
made  a  double  profit;   first,  the  interest  on  the  cash  paid  to 
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the  Government,  and,  secondly,  the  commercial  profit  made  by 
trading  with  the  notes  ? 

Therefore,  so  far  as  this  went,  this  was  clearly  an  example  of 
Lawism. 

5.  In  1697  the  Bank  was  authorised  to  increase  its  capital  by 
upwards  of  a  million.  Of  this  sum,  above  £800,000,  Avas  received 
in  Exchequer  tallies,  then  at  a  discount  of  50  per  cent.,  and 
£200,000  in  its  own  notes,  then  at  a  discount  of  20  per  cent. 
Both  the  taUies  and  the  Bank  notes  were  counted  as  specie  at 
their  full  nominal  value ;  and  upon  this  augmented  capital  of 
tallies  and  notes  they  were  permitted  to  create  an  equal  amount 
of  new  notes  to  trade  with ! 

Law  only  proposed  to  issue  paper  money  based  uj;>on  the 
security  of  land,  or  some  other  solid  article  of  value.  But 
the  Bank  of  England  was  permitted  to  create  paper  currency 
based  upon  the  security  of  its  oavii  depreciated  credit ! 

In  IV 09  the  Bank  was  allowed  to  double  its  capital,  and  to 
create  an  equal  amount  of  notes  to  trade  with. 

Now,  is  it  not  as  clear  as  the  sun  at  noon  day,  that  each  of 
these  issues  of  notes  was  so  much  increase  of  currency,  and  an 
example  of  Lawism? 

6.  Now,  if  the  same  'principle  had  been  carried  out  to  the 
present  time,  is  it  not  clear  that  all  the  public  funds  would  have 
been  Bank  stock,  and  that  the  Bank  notes  would  have  equalled 
the  amount  of  the  National  Debt,  or  about  £800,000,000  ?  Some 
persons  even  now  seem  to  think  that  this  is  a  good  principle. 
They  seem  to  think,  that  if  they  carry  stock  to  the  Bank,  they 
have  a  right  to  have  it  coined  into  notes  to  any  amount.  It  is 
clear  that  this  principle  could  never  be  carried  out  to  its  full 
extent.  For,  if  it  were  true,  Government  might  go  on  creating 
public  debt  ad  infinitum,  and  then  the  Bank  would  create  an 
equal  amount  of  notes.  If  this  principle  be  true,  what  would  be 
the  use  of  going  to  California  and  Australia  for  gold?  Is  not 
this  principle  more  mad  than  any  thing  Law  ever  wrote?  Law's 
issues  of  paper  were  limited  by  the  value  of  the  land,  but  this 
plan  has  positively  no  limits  whatsoever. 

7.  Up  to  1711  the  issues  of  the  Bank  were  strictly  limited  to 
the  amount  of  their  capital;  and  it  was  declared  that,  if  the 
Directors  exceeded   that  limit  they  should   be  liable  in   their 

personal  capacity.  Afterwards  they  were  released  from  this 
limitation,  and  they  were  allowed  to  issue  notes  to  an\  extent 
they  pleased,  provided  always  that  they  were  payable  in  specie 
on  demand. 

And  so  the  Bank  went  on  till  1797,  when- it  stopped  payment, 
and  committees  were  appointed  by  Parliament  to  investigate  its 
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affairs,  who  reported  it  to  be  in  the  most  solid  and  flourishing 
condition,  and  that  they  had  a  surplus  of  assets  above  liabilities 
of  nearly  4  millions,  besides  the  Government  debt  amounting 
to  £11,686,800. 

The  reason  of  this  was  plain.  The  notes  it  had  issued  were 
given  in  exchange  for  mercantile  securities,  and,  therefore,  the 
Bank  had  as  security  for  the  payment  of  its  notes,  both  the 
commercial  bills  and  the  Government  debt. 

This  no  doubt  amply  secured  the  solvency  of  the  Bank  and 
the  payment  of  its  notes,  but  it  played  utter  havoc  with  the 
Currency  Principle. 

8.  The  Bank  possessed  the  power  of  unlimited  issue  till  1844. 
On  several  occasions  it  had  been  most  recklessly  mismanaged. 
Proposals  had  been  made  to  limit  its  powers  of  issue ;  but  such 
a  plan  had  been  expressly  condemned  in  the  Bullion  Report,  and 
among  numerous  others  authorities,  by  Sir  Robert  Peel  in  1819, 
in  1826,  and  in  1833.  In  1824  and  1825,  in  1837,  and  1839  an 
immense  outflow  of  bullion  took  place,  without  the  Bank  taking 
any  means  to  stop  it.  The  consequence  was  that  it  was  brought 
to  the  very  verge  of  stopping  payment. 

9.  We  must  observe  that  up  till  about  1772,  all  banking 
liabilities  were  created  by  means  of  notes :  and  to  create  and 
issue  notes  was  the  legal  and  well  understood  description  of 
"  Banking."  We  cannot  say  when  the  Bank  adopted  the  custom 
and  practice  of  creating  liabilities'  by  means  of  "  deposits." 
However,  whenever  this  was  done  it  was  clear  that  these 
deposits  were  equally  liabilities  with  its  notes.  And  its  total 
liabilities  were  its  notes  and  its  deposits. 

Soon  after  the  last  renewal  of  the  Charter  in  1833  certain 
writers  of  influence  adopted  the  currency  principle.  They 
maintained  the  doctrine  that  Bank  notes  payable  to  bearer  on 
demand  alone  were  currency — to  the  absolute  exclusion  of  all 
other  forms  of  credit — and  that  when  they  were  permitted  to  be 
issued,  they  ought  to  be  exactly  equal  to  the  bullion  they 
displaced,  which  we  have  seen  was  a  Chinese  principle,  and 
also  the  principle  of  the  Banks  of  Venice  and  Amsterdam. 
They  maintained  that  all  paper  currency  created  in  excess  of 
this  was  a  depreciation  of  the  currency. 

These  doctrines  being  maintained  by  persons  of  eminence  and 
influence  converted  Sir  Robert  Peel,  who  now  entered  upon  the 
third  state  of  his  opinions  upon  the  currency  question.  It  is 
frequently  supposed  that  Sir  Robert  Peel  had  only  two  states  of 
opinion  on  currency.  But  this  is  quite  a  mistake.  In  1811  he 
repudiated  Mr.  Horner's  doctrines,  and  voted  in  the  majority 
that  21  was  equal  to  27.  In  1819  he  repudiated  these  doctrines 
and  adopted  those  of  Mr.  Horner ;  and  he  expressly  repudiated 
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the  doctrine  of  the  currency  principle  and  the  principle  of 
imposing  a  numerical  limit  on  the  issues  of  the  Bank;  which 
doctrine  he  held  up  to  1833.  In  1844  he  had  completely 
repudiated  the  doctrines  of  the  Bullion  Report,  Mr.  Horner,  and 
his  own  of  1819,  and  formally  adopted  those  of  Lord  Overstone, 
Col.  Torrens,  and  others,  which  maintained  the  doctrine  of  the 
Currency  Principle :  and  naturally  and  justifiably  irritated  by  the 
incorrigible  misconduct  of  the  directors,  he  determined  to 
impose  a  numerical  limit  on  the  issues  of  the  Bank — 

"  Sic  volvenda  setas  commutat  tempora  rerum ; 
Quod  fuit  in  pretio,  fit  nullo  denique  honore, 
Porro  aliud  succedit,  et  e  conternptibus  exit, 
Inque  dies  magis  appetitur,  floretque  repertum 
Laudibus,  et  miro'st  mortaleis  inter  honore." 

10.  In  order  to  carry  out  this  principle  the  Bank  was  divided 
into  two  departments — an  issue  department  and  a  banking 
department.  The  Bank  was  to  transfer  to  the  issue  depart- 
ment public  securities  to  the  value  of  £14,000,000,  of  which  the 
original  Government  debt  was  to  be  a  part,  and  also  so  much  of 
the  gold  coin  and  gold  and  silver  bullion  as  shoidd  not  be  re- 
quired for  the  banking  department.  The  issue  department  was 
then  to  deliver  over  to  the  banking  department  an  amount  of 
notes  exactly  equal  to  the  securities,  coin,  and  bullion  so  deposited 
with  them.  The  Bank  might  diminish  the  securities  as  much 
as  it  pleased,  cancelling  the  notes ;  and  might  increase  them 
again,  but  not  so  as  to  exceed  the  preceding  limit.  In  conse- 
quence of  the  lapsed  issues  of  other  banks,  the  securities  upon 
which  it  may  issue  notes  are  now  £15,000,000. 

Thus  the  amount  of  notes  issued  by  the  Bank  is  strictly 
limited  to  £15,000,000  plus  the  amount  of  bullion  held  by  the 
issue  department. 

11.  It  was  supposed  that  these  provisions  secured  that  the 
quantity  of  notes  in  circulation  would  be  exactly  equal  in  amount 
to  what  a  metallic  currency  would  have  been,  and  that  the  out- 
flow of  bullion  would,  by  its  own  natural  operation,  withdraw 
notes  in  circulation  to  an  equal  amount.  Having  made  these 
provisions,  the  framers  of  the  Act  supposed  that  they  had  taken 
out  of  the  hands  of  the  Bank  all  power  of  mismanaging  the 
currency,  and  that  they  might  manage  the  banking  department 
entirely  at  their  own  discretion. 

To  say  that  the  aim  Mint  of  notes  should  only  be  equal  in 
amount  to  what  a  metallic  currency  would  have  been,  is  ;i  very 
intelligible  proposition,  and,  as  we  have  before  observed,  several 
banks  had  been  conducted  on  thai  principle,  such  as  those  of 
Venice,  Amsterdam,  and  Hamburg,  hut  no  Bank  conducted 
on  this  principle  ever  did,  or  by  any  possibility  could  do,  bank- 
ing business.     Those   banks  were  pure  banks  of  deposit ;  they 
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did  no  discount  business  whatever;  and  if  the  Bank  of  England 
were  forbidden  to  discount,  there  is  no  reason  why  it  should  not 
be  reconstructed  on  this  principle. 

12.  But  if  the  framers  of  the  Act  of  1844  really  believed  that 
this  Act  carried  out  this  theory  into  j>ractice,  no  set  of  men  ever 
committed  a  more  manifest  error.  It  is  quite  evident  that  the 
£15,000,000  of  notes  issued  against  public  debt  and  securities 
are  in  direct  violation  of  the  "  Currency  Principle."  How  did 
the  Bank  obtain  these  securities  ?  By  purchase.  Now,  the 
purchase-money  of  these  securities  is  in  circulation,  and  the  notes 
created  on  their  security  as  well.  Is  it  not  clear  that  these  15 
millions  of  notes  are  an  augmentation  of  currency  to  that 
amount?  If  it  be  true  that  these  15  millions  of  notes  are  not 
a  violation  of  the  Currency  Principle,  then  the  very  same  argu- 
ment would  shew  that  the  whole  National  Debt  might  be 
coined  into  notes,  and  then  there  would  be  no  more  paper  in 
circulation  than  under  a  purely  metallic  currency! ! 

It  is  quite  clear  that  this  is  pure  and  simple  Lawism  ;  and,  if 
we  may  coin  the  funds  into  money,  we  may  just  as  well  coin  the 
land  into  money ;  and  then  where  should  we  be  ? 

13.  Certainly,  it  is  an  excellent  plan  for  every  one  to  buy  the 
funds  with  their  cash,  and  then  to  be  allowed  to  have  it,  too,  in 
the  form  of  notes.  At  all  events,  so  long  as  this  is  pennitted, 
let  no  one  laugh  at  John  Law. 

But  even  this  does  not  shew  the  full  extent  of  the  error  of 
those  who  think  that  the  Bank  Act  of  1844  enforces  the  currency 
principle.  The  banking  department  of  the  Bank  does  business 
like  any  other  bank.  That  is,  it  purchases  or  discounts  bills  of 
exchange  in  the  first  instance,  by  creating  credit  in  its  books ; 
that  is,  it  increases  its  liabilities  in  another  form  besides  notes. 
This  credit  is  equally  in  excess  of  the  metallic  currency.  The 
reserve  of  notes  and  gold  being  the  basis  of  the  Bank's  power 
of  creating  credit,  of  course,  they  must  use  their  own  judgment 
as  to  how  far  they  may  safely  extend  this,  just  as  every  other 
banker  does.  But  any  one  who  examines  the  Bank's  returns 
will  perceive  that  its  liabilities  payable  on  demand  exceed  its 
notes  in  reserve  and  gold  many  times. 

Therefore,  it  is  quite  clear  that  those  who  seriously  maintain 
that  the  Bank  Act  really  carries  out  the  "  Currency  Principle," 
must  maintain  this  proposition : — 
Twice  15  millions  +  an  indefi- 


=  15  millions, 
mte  number  of  millions 

14.  Now,  we  say  nothing  here  as  to  the  correctness,  or  the 
contrary,  of  the  "  Currency  Principle,"  or  as  to  the  expediency 
of  carrying  it  out;  but  to  suppose  that  the  Bank  Act  does  really 
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carry  it  out  is  simply  one  of  the  most  astonishing  delusions  that 
ever  deceived  the  public  mind.     Truly,  says  Bastiat: — 

"Etre  dupe  d'autrui  n'est  pasdeja  tres  plaisant;  mais  employer 
le  vaste  appareil  representatif  a  se  duper  soi-meme,  a  se  duper 
douhlement," et,  dans  line  affaire  de  numeration,  voila  qui  est 
bien  propre  a  rabattre  un  peu  forgueil  du  siecle  des  lumieres." 

Every  "  banker  "  whatever  who  discounts  a  bill  of  exchange 
violates  the  "  Currency  principle."  There  is  no  mode  whatever 
of  carrying  out  the  currency  principle  but  by  abolishing  discount 
banking  altogether ;  as  we  have  already  observed,  the  banks 
constructed  on  this  principle  did  no  discount  business. 

15.  The  framers  of  the  Act  of  1844  observed  that  on  former 
occasions  the  Bank  neglected  to  contract  its  issues  while  a  drain 
of  bullion  was  going  on,  until  at  last  the  amount  of  cash  had 
run  so  low  that,  if  any  demand  for  gold  had  arisen  from  a 
discredit  of  the  note,  the  Bank  would  have  been  obliged  to  stop 
payment.  The  aim  and  object  of  the  Act  was,  that  if  any  drain 
should  arise  after  it  came  into  operation,  an  exact  amount  of 
notes  should  be  withdrawn  from  the  hands  of  the  public,  or 
from  circulation.  Having  secured  that  object,  as  they  imagined, 
they  left  the  directors  free  and  uncontrolled  in  their  banking 
business.  For  the  first  two  years  after  the  Act  was  passed  no 
occasion  occurred  to  test  its  merits ;  it  was  a  period  of  unusual 
prosperity  and  accumulation  of  capital.  But  when  the  first 
season  of  real  trial  came  in  the  beginning  of  1847,  we  have  seen 
that  the  Act  wholly  failed  in  its  intended  effect  of  causing  a 
withdrawal  of  notes  in  circulation,  in  proportion  to  the  out  How 
of  bullion.  The  directors  pursued  exactly  the  same  fatal  course 
as  they  had  done  on  so  many  former  occasions,  and  the  result 
was  the  pressure  of  April.  It  was  manifestly  proved,  therefore, 
that  the  Act  provided  no  effectual  check  against  mismanagement 
on  the  part  of  the  Bank. 

Now,  as  the  Act  notoriously  and  manifestly  failed  on  this 
most  important  point,  which  was  fully  and  candidly  admitted  by 
Sir  Robert  Peel,  it  becomes  a  Datura!  inquiry  to  ask  why  it 
failed  on  this  point,  which  it  was  supposed  had  been  rendered  so 
secure.  We  reply  to  this  that  the  Act  failed  because  it  aimed 
at  the  wrong  marie  altogether.  It  wholly  missed  the  true  point 
in  the  case. 

1G.  In  fact,  the  Acl  proceeds  on  this  fundamental  fallacy,  that 

the  numerical  amount  of  Bank  notes  is  tin ly  thing  t<»  be 

regarded!,  If  quite  overlooks  the  facl  thai  Bank  notes  are  only 
one  form  of  making  advances,  and  that  the  number  of  Bank  uotes 
required,  depends,  in  many  cases,  on  particular  methods  of  doing 

business,  which    we   shall    illustrate  more  fully  afterwards.      The 

framers  of  the  Act  thought  that  over-issues  were  only  manifested 


210      THEORY  AND  PRACTICE  OF  BANKING. 

by  the  numerical  amount  of  notes  in  circulation,  and  that  it  was 
only  the  numerical  amount  of  notes  that  could  cause  a  deprecia- 
tion of  the  currency,  whereas  the  following  is  a  truth  of  the 
naosl  important  nature,  which  had  not  at  the  time  the  Act  was 
passed  attracted  the  attention  that  it  deserves: — 

An  improperly  low  rate  of  discount  in  making  ad- 
vances is,  in  its  practical  effects,  a  depreciation  of 
the  currency. 

And  this  depreciation  of  the  currency  need  not  necessarily  be 
manifested  by  any  increase  in  the  amount  of  Bank  notes  in  cir- 
culation.    We  have  before  observed  that  when  the  exchanges 
are  unfavourable  to  a  certain  extent,  it  becomes  profitable  to 
export  gold.     Persons,  therefore,  who  have  had  no  commercial 
dealings  necessitating  a  payment,  fabricate  bills  for  the  express 
purpose  of  selling  them.     Now,  this  practice  causes  no  increase 
of  Bank  notes  in  circulation ;  on  the  contrary,  they   are   not 
wanted:  it  is  gold  that  is  demanded  and  taken  for  export,  and  it 
steals  out  of  the  country  noiselessly  and  unobserved.     Also,  if 
bankers   in  this  country  will   perversely  maintain   the  rate  of 
discount  lower  here  than  in  neighbouring  countries,  and,  there- 
fore, lower  than   the  natural  rate,  persons  in  foreign  countries 
send  their  debts  or  securities  over  here  for  sale,  and  the  proceeds 
are  remitted    abroad.     Consequently,   this   practice   causes   an 
export  of  gold  without  diminishing  the  notes  in  circulation.     Of 
all  species  of  property,  debts  are  the  most  easily  transportable. 
The  charges  even  on  the  transmission  of  gold,  are  heavy  com- 
pared to  those  on  the  transmission  of  debts.     Debts  to   any 
amount  can  be  transmitted  from  one  country  to  another,  at  the 
mere  expense  of  the  postage.     Consequently,  if  the  Americans 
can  only  get  £85  per  cent,  for  their  debts  in  their  own  country, 
and  they  can  get  £96  per  cent,  in  England,  of  course,  they  will 
send  them  here  in  vast  quantities  for   realization.     This  was 
eminently  and  notoriously  the  case  in  1839,  when  the  Bank  of 
England  kept  its  rate  so  perversely  below  the  natural  rate,  and 
it  was  the  cause  that  aggravated  the  drain  of  bullion  to  so 
alarming  an  extent.     Hence,  we  have  shewn  that  beyond  the 
causes  universally  known  for  an  export  of  specie,  namely,  pay- 
ments of  genuine  debts,  there  is  another  and  most  potent  cause, 
Avhose  importance  has  only  recently  been  sufficiently  recognized 
— namely,  an  unnatural  depression  of  the  rate  of  discount,  below 
that  of  neighbouring  countries.     Now,  the  weak  point  in  the 
Act  of  1844,  is  that  it  takes  no  notice  of  this  grand  principle,  it 
takes  no  precaution  that  the  directors  of  the  Bank  of  England 
shall  recognize  it,  and  counteract  it.     On  the  contrary,  it  leaves 
them  in  full  power  to  repeat  their  oft-committed  error  of  causing 
a  depreciation  of  the  currency,  from  an  unnaturally  low  rate  of 
discount. 
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17.  Any  one  conversant  with  banking  business,  or  who  has 
understood  the  details  of  it  as  given  in  this  work,  will  at  once 
see  what  an  utter  fallacy  it  is  to  suppose  that  the  notes  in  the 
hands  of  the  public  must  necessarily  be  reduced  as  gold  is  with- 
drawn from  the  Bank.  Because  all  advances  being  made  in  the 
first  instance  by  credit  in  its  books  payable  in  gold,  whenever 
the  Bank  has  made  an  advance  to  a  customer  by  creating  u 
"deposit"  in  his  favour,  he  has  simply  to  draw  a  cheque  and 
take  away  the  gold  without  a  single  note  being  withdrawn  from 
circulation  ! 

And  this  simple  fact  completely  upsets  the  whole  theory  of 
the  Act. 

The  fact  is  there  are  two  leaks  to  the  ship.  The  framers  of 
the  Act  could  only  perceive  one;  and  they  only  provided  against 
one :  and  they  were  utterly  astonished  to  find  the  ship  rapidly 
sinking  from  the  other  leak  they  had  forgotten  ! 

18.  This,  too,  shews  the  difference  between  the  Bank  of  Eng- 
land and  those  banks  which  were  really  constructed  on  the  cur- 
rency principle.  The  latter  banks  created  no  credit  except  in 
exchange  for  bullion,  consequently  there  was  no  method  of  ex- 
tracting their  bullion,  except  by  withdrawing  an  equal  amount 
of  credit  from  the  hands  of  the  public.  The  Bank  of  England 
creates  credit  in  exchange  for  bullion  and  securities;  and  this 
credit  exists  hi  two  forms,  notes  and  deposits  :  and  the  bullion 
is  extracted  from  its  vaults  by  drawing  on  its  deposits  by  means 
of  cheques,  leaving  the  amount  of  notes  in  circulation  wholly 
untouched. 

19.  Great  and  important,  therefore,  as  is  the  object  sought  to 
be  attained  by  the  Act  of  1844,  and  fully  allowing  that,  after 
the  repeated  warnings  the  country  had  had,  some  legislative  in- 
terference was  absolutely  necessary  to  secure  that  object,  namely, 
the  convertibility  of  the  note,  which  had  been  so  frequently 
endangered,  we  cannot  help  saying  that  never  was  more  unfor- 
tunate and  ill-adapted  machinery  devised  for  the  purpose.  The 
Act  of  1844  is  the  combination  of  two  of  the  most  erroneous 
theories  of  currency  that  ever  prevailed — the  one,  the  "  currency 
principle,"  and  the  other,  that  of  "John  Law,"  which  are 
mutually  inconsistent  ;  a  single  £5  note  issued  upon  securities, 
is  as  real  an  infraction  of  the  "  currency  principle,"  as  the  French 
assignats.  Moreover,  it  takes  no  measures  to  enforce  the  most 
important  principle  in  the  regulation  of  the  currency — that  of 
keeping  it  at  uniform  value  with  the  currency  of  surrounding 
nations,  and  when,  after  having  left  this  wide  door  open,  as  of 
old,  to  the  most  fatal  mismanagement,  such  mismanagement 
produces  its  inevitable  consequence,  a  continuous  drain  of  gold, 
the  method  of  righting  the   currency  again,  is  that,  of  all  others, 
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the  most  sure  to  cause  a  panic,  and  a  total  destruction  of  credit. 
When  the  Bank  had  so  frequently  kept  down  the  rate  of  discount 
when  they  saw  bullion  diminishing,  what  was  there  to  make 
them  keep  it  up,  when  the  notes  were  diminishing? 

20.  These  remarks  were  strikingly  verified  in  1847.  During 
the  winter  of  1846-7,  and  spring  of  1847,  a  manifest  and  noto- 
rious dram  of  gold  was  going  on,  the  directors  trod  in  the  steps 
of  their  predecessors  of  1825  and  1839,  they  took  no  means  of 
raising  the  value  of  the  currency  in  this  country.  All  the  dimi- 
nution of  notes  that  took  place  was  in  their  own  reserves; 
accordingly,  when  the  whole  commercial  world  were  under 
engagements  already  contracted,  when  the  state  of  the  Bank's 
resources  was  published,  shewing  almost  the  total  exhaustion  of 
the  notes  in  reserve,  a  complete  panic  took  possession  of  them. 
It  must  be  remembered  that  at  this  time  there  was  no  commercial 
panic,  it  was  caused  entirely  by  the  publication  of  the  Bank's 
reserves,  and  was  caused  by  the  anticipated  difficulty  of  obtaining 
banking  accommodation.  The  most  wealthy  houses  took  care  to 
make  ample  provision,  the  less  powerful  could  get  no  assistance; 
discounts  almost  ceased  ;  from  having  been  kept  unnaturally  low 
so  long,  they  sprung  up  with  a  corresponding  force  unnaturally 
high.  If  discoimts  had  not  been  kept  at  4  per  cent,  in  January, 
they  would  not  have  been  at  12  per  cent,  in  April.  The 
pressure  of  April  happily  passed  off  with  fewer  disasters  than 
might  have  been  expected.  Prices  then,  were  rapidly  rising, 
and  it  does  not  appear  that  the  speculations  which  ruined 
the  great  houses  in  the  autumn  had  then  begun.  But  when 
the  autumn  came,  the  commercial  panic  was  dreadful,  caused  by 
the  unparalleled  series  of  disasters  in  so  short  a  time.  Now, 
there  was  no  danger  of  the  convertibility  of  the  note  at  this 
time — the  note  was  not  discredited — consequently  this  was  just 
one  of  the  great  crises  in  which  all  the  great  authorities — Sir 
Francis  Baring,  the  Bullion  Report — all  the  great  statesmen  in 
1819, inl8  25,  in  1833,  and  Sir  Robert  Peel  himself,  at  all  those 
epochs,  had  declared  that  an  increase  of  accommodation  was  the 
true  remedy,  more  especially  as  the  exchanges  had  been  favor- 
able for  a  considerable  time.  But  this  was  just  the  time  when 
it  was  published  to  all  the  world  that  the  Bank  had  no  power 
to  grant  accommodation — then,  at  last,  the  crisis  was  too  terrible 
to  bear,  the  Ministry  were  at  last  persuaded  to  authorize  the 
Bank  to  violate  the  law,  and  make  unlimited  issues,  only  at  a 
very  high  rate  of  discount.  No  sooner  was  this  done  than  the 
panic  -vanished  like  the  morning  mist.  But  it  was  a  fatal  pre- 
cedent, it  was  truly  the  death-blow  to  the  Act  of  1844,  because 
it  cannot  be  forgotten  that  Sir  Robert  Peel  deliberately  took 
away  the  discretionary  power  of  the  Bank  of  increasing  its  issues 
in  such  a  case,  because  he  flattered  himself  that  he  had  effec- 
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tually  prevented  such  cases  happening  at  all.  This  precedent 
shewed  that  the  Act  of  1844  wants  the  indelible  marks  of  a  true 
principle,  to  be  applicable  in  all  cases,  and  to  any  extent.  Nay, 
we  must  say  that  the  operation  of  the  Act  in  such  a  case,  which 
we  may  fairly  hope  will  never  happen  again,  is  the  very  worst 
method  of  meeting  it  that  could  be  devised,  and  the  very  one 
most  certain  to  convert  a  pressure  into  a  panic.  In  such  a  case 
as  this,  when  its  resources  are  notoriously  limited,  and  when,  of 
course,  the  Bank  wonld  never  permit  itself  to  run  really  dry, 
except  through  the  demands  of  its  depositors,  which  it  could 
not  refuse,  it  is  very  certain  that  it  will  stop  discounting  alto- 
gether some  time  before  it  reaches  its  legal  limit.  Consequently, 
a  general  rush  to  secure  notes  takes  place.  Houses  over-provide 
themselves,  and,  moreover,  refuse  to  part  with  a  single  note, — 
a  complete  stagnation  ensues,  circulation  is  totally  destroyed, 
ending  in  universal  ruin,  unless  the  law  is  repealed. 

21.  The  precedent  of  1847,  we  said  in  the  first  edition,  is  sure 
to  be  followed  by  the  most  disastrous  consequences.  On  the 
occasion  of  every  monetary  pressure  arising  from  natural  causes, 
the  relief  that  was  given  by  the  relaxation  of  the  Act  on  that 
occasion  will  be  sure  to  be  demanded  by  a  large  portion  of  the 
public.  Consequently,  repeated  and  unceasing  importunity  of 
the  Ministry,  and  every  failure  of  a  commercial  house  will  be  laid 
to  their  score.  The  breach  of  the  law  once,  which  was  attended 
on  a  special  occasion  with  such  happy  consequences,  will  be 
considered  as  a  universal  panacea  for  overtrading  and  unfortunate 
speculation,  it  will  be  supposed  to  furnish  an  inexhaustible  source 
of  cheap  money.  No  reasoning  will  convince  an  immense  portion 
of  the  gullible  public  that  if  they  choose  to  spend  their  money  in 
making  war,  they  cannot  have  it  on  as  cheap  terms  for  commerce. 
This  Act  will,  therefore,  be  a  perpetual  thorn  in  the  side  of  every 
Ministry  until  they  devise  a  scheme  which  shall  really  be  self- 
acting,  founded  on  the  true  nature  of  monetary  science,  and 
fitted  to  act  on  all  occasions. 

22.  While  we  have  indicated  the  weak  points  of  the  Act  of 
1844,  and  shewn  how  it  fails  to  avert  a  crisis  from  its  non- 
recognition  of  one  of  the  most  momentous  principles  of  mone- 
tary science,  we  must  not  omit  to  say  what  it  did  really  effect  in 
that  extraordinary  year.  While  it  tailed  to  compel  the  directors 
to  adopt  a  prudent  course,  it  brought  them  up  suddenly  before 
they  had  run  their  full  course  of  folly  and  imprudence.  Thai  a 
crisis  would  have  certainly  ensued  in  the  summer  we  firmly 
believe,  and  if  the  Act  of  1844  had  not  checked  them  in  April, 
they  wonld  have  had  the  same  crisis  in  summer,  with  probably 
£2,000,000  of  bullion  instead  of  £8,000,000.  Then  would  have 
followed  the  disasters  of  the  autumn.     Tin;  Dank,  already  all  but 
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drained  by  the  mismanagement  of  the  spring,  would  have  had  to 
meet  a  new  and  tenfold  aggravated  crisis,  with  not  more  than 
two  or  three  millions  of  specie  in  its  vaults.  We  think  it  as 
certain  as  any  event  that  never  happened  can  be,  that  the  Act  of 
1 844,  imperfect  as  it  is,  was  the  only  thing  that  saved  the  country 
from  a  suspension  of  cash  payments  in  October — that  when  the 
crisis  came,  the  Bank  had  £8,000,000  of  money  to  meet  it  with. 

23.  The  framers  of  the  Act  take  credit  that  it  preserved  the 
convertibility  of  the  note  in  1847,  but  this  must  be  received  with 
a  very  important  qualification.  There  never  was  any  question 
of  the  convertibility  of  the  note  then — so  far  from  the  note 
being  discredited,  it  was  Bank  notes  that  every  one  was  so  eager 
to  get.  If  the  note  had  been  discredited,  and  there  had  been  a  run 
for  gold  in  exchange  for  notes,  we  very  much  doubt  that  the  Act 
would  have  preserved  the  convertibility  of  the  note.  For,  if 
the  note  had  really  been  put  in  danger,  the  only  way  it  could 
have  been  saved,  would  have  been  by  the  sale  of  public  securi- 
ties. But  it  is  extremely  doubtful  whether  the  Bank  could  have 
sold  public  securities  for  gold  in  the  great  pressure  of  1847, 
without  causing  such  a  ruinous  depression  of  them,  as  would 
have  been  most  injurious  to  the  public  interest.  We  believe 
that  the  mode  of  expression  more  nearly  applicable  to  the  state 
of  the  case  was,  that  if  the  Bank  note  had  been  discredited, 
there  was  a  greater  stock  of  gold  to  meet  the  run  than  there 
would  have  been  without  it. 

24.  The  fatal  blot,  then,  of  the  Act  of  1844,  is,  that  it  leaves 
the  door  open  for  exactly  the  same  mismanagement  which  had 
brought  on  so  many  calamities  before.  Not  only  does  it  fail  in 
preventing — contrary  to  the  expressed  anticipation  of  it  framers 
— commercial  and  monetary  panics ;  but,  when  they  occur,  it 
adopts  the  method  most  certain  to  aggravate  their  violence  and 
intensity.  For,  when  the  resources  of  the  Bank  are  already 
brought  too  low,  it  brings  on  them  a  demand  for  notes  far 
greater  than  the  wants  of  commerce  require.  People  wish  to 
get  notes  simply  for  the  sake  of  self-preservation;  then  they 
hoard  them,  and  keep  them  out  of  circulation.  The  most 
eminent  witnesses  said  that  between  £4,000,000  and  £5,000,000 
of  notes  were  hoarded,  through  the  panic  in  October,  1847  ;  but 
when  everybody  knew  that  they  might  get  them,  even  at  a  very 
high  rate  of  discount,  the  panic  passed  away,  and  an  issue  of 
£400,000  was  sufficient  to  satisfy  the  public  necessity.  No  man 
in  business  would  not  rather  pay  20  per  cent,  discount  for  a 
supply  of  notes  in  some  great  emergency,  than  not  have  them  at 
all.  Now,  as  all  the  greatest  statesmen  protested  against  fixing 
a  numerical  limit  on  the  issues  of  the  Bank,  because  it  imposed 
a  prevention  on  the  Bank  acting  in  certain  great  emergencies, 
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and  as  Sir  Robert  Peel  only  justified  his  imposing  a  numerical 
limit  on  its  issues,  because  he  anticipated  that  the  self-acting 
working  of  the  Act  would  prevent  those  emergencies  arising, 
and,  seeing  that  the  expectation  was  wholly  falsified,  it  follows, 
as  a  necessary  consequence,  that  the  whole  machinery  of  the  law 
should  be  altered.  Moreover,  the  Ministry  themselves  gave  the 
preference  to  determining  the  rate  of  discount,  rather  than  the 
numerical  amount,  in  the  great  crisis  of  1847.  For  those  who 
urged  them  to  relax  the  Act  suggested  that  the  limit  should  be 
placed  upon  the  quantity  of  notes  issued ;  but  the  Government 
most  wisely,  and  acting  upon  the  fundamental  principles  of  the 
science,  left  the  numerical  amount  free,  but  limited  the  rate  of 
discount ;  and  what  was  the  consequence  ?  £400,000  of  notes 
stayed  the  panic  !  Now,  we  venture  to  affirm,  that  if  they  had 
adopted  the  other  alternative  proposed  to  them,  and  if  the  com- 
mercial world  had  seen  that  the  total  relief  Avas  limited  to  a 
paltry  £2,000,000,  it  would  have  a  very  small  effect  in  allaying 
the  demand.  The  probability  is,  that  they  would  have  been  soon 
absorbed.  Hence  we  "  conclude  that  reason,  evidence,  and  expe- 
rience combine  to  demonstrate  that "  it  is  a  false  and  dangerous 
principle  to  fix  the  numerical  amount  of  paper  issues,  and  that 

THE  ONLY  TRUE  METHOD  OF  REGULATING  THE  PAPER  CURRENCY 
IS  BY  A  PROPER  ADJUSTMENT  OP  THE  RATE  OF  DISCOUNT. 

25.  Such  were  the  remarks  we  made  in  the  first  edition  of  this 
work,  published  in  1856,  the  result  of  our  own  practical  observa- 
tion of  the  business  of  banking ;  from  an  attentive  study  of  the 
doctrines  of  the  most  celebrated  writers  on  the  subject,'  practical 
and  theoretical ;  and  the  experience  of  the  single  crisis  of  1847. 
And  has  not  time  verified  the  truth  and  the  justice  of  our  doc- 
trines to  the  very  letter?  Since  1856  we  have  had  two  great 
crises,  and  on  each  occasion  the  course  indicated  in  the  former 
edition  has  been  strictly  followed. 

A  great  drain  of  bullion  took  place  in  the  Autumn  of  1855, 
the  Bank  at  last  learnt  wisdom,  and  rapidly  raised  the  rate  of 
discount;  there  was,  of  course,  considerable  pressure,  but  there 
was  no  panic,  and  everything  passed  off  smoothly.  The  ad- 
vocates of  the  Bank  Charter  Act  took  immense  credit  to  itself 
for  that  fact.  They  uniformly  asserted  that  it  was  owing  to  the 
Act.  Of  this  we  shall  say  something  more  further  on.  But  it 
is  manifest  that,  in  order  to  establish  that  fact,  they  musl  prove 
that  the  Bank  would  have  misconducted  itself  without  the  Act. 
I'nlcss  they  can  prove  that  it  was  owing  to  the  Act  that  the 
directors  behaved  on  the  principles  of  common  sense,  their 
assertion  is  absurd. 

26.  Well,  then,  there  followed  the  great  crisis  of  1857,  which 
seems    to    have   taken   the  world   generally  by  surprise.      As   the 
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pressure  deepened  into  a  panic,  the  supporters  of  the  Act  cried 
out  that  it  must  on  no  account  be  violated, — that  every  man  of 
honour  was  bound  to  adhere  to  it.  On  Thursday,  November 
12th,  the  Bank  of  England  closed  its  doors  with  £580,751  in 
London  and  all  its  branches  in  the  country,  to  meet  liabilities 
of  £19,000,000.  On  that  night  the  Bank  in  London  closed  its 
doors  with  £68,085  in  notes;  £274,953  in  gold  coin;  and 
£41,106  in  silver  coin.  The  bankers'  balances  alone  were 
£5,458,000  ! 

This  was  the  severest  crisis  the  Bank  ever  had.  On  other 
occasions  the  Bank  had  been  said  to  be  within  48  hours  of 
stopping  payment;  but  on  this  occasion  it  was  within  an  hour. 
If  the  Government  had  not  authorised  a  suspension  of  the  Act 
there  can  be  no  possible  doubt  that  the  Bank  could  not  have 
kept  its  doors  open  an  hour  on  Friday  morning,  the  13th. 

27.  We  have  shewn  that  the  Act  does  not  carry  out  the  cur- 
rency principle ;  but  at  Hamburg  this  principal  is  really  in  full 
force.  And  there  it  was  found  necessary  for  the  Government  to 
interfere  to  create  a  solid  credit  to  support  solvent  merchants. 

28.  The  great  crisis  of  1857  passed  away.  As  usual,  the 
commercial  world  was  so  prostrated  that  the  spirit  of  enterprise 
was  paralysed,  money  flowed  back  to  the  Bank,  and  discounts 
fell  very  low.  Again  in  1864  a  severe  pressure  took  place, 
which  the  Bank  very  properly  met  by  rapidly  raising  the  rate 
of  discount.  This  pressure  lasted  more  or  less  for  15  months, 
and  then*  subsided,  and  was  undoubtedly  overcome  by  the 
proper  management  of  the  Bank.  But  nothing  could  exceed 
the  glorification  of  the  supporters  of  the  Act.  The  safety  of  the 
Bank  and  of  the  country  was  due  to  that  Act,  and  it  was  never 
again — no  never — never  again,  on  any  pretext  whatever  to  be 
broken.  Whatever  might  happen,  all  Europe  and  America 
might  be  "wrapped  in  universal  flames  of  war — the  commercial 
world  might  be  falling  in  ruins — but  never  again  was  any  one 
to  expect  that  the  Bank  Act  of  1844  was  to  be  suspended.  The 
famous  New  Zealander  might  come — the  British  Empire,  and 
all  British  legislation,  might  have  perished,  but  the  Bank  Act  of 
1844  was  to  survive  as  the  sole  monument  of  British  glory. 
Well,  the  great  crisis  of  May,  1866,  came,  in  whose  throes  we 
still  are  tossing.  Bank  after  Bank  went  down.  Still  the  advo- 
cates of  the  Act  maintained  that  no  one  must  expect  it  to  be 
suspended. 

However,  at  last,  when  it  became  unendurable,  the  Cabinet 
held  a  hurried  meeting  in  one  of  the  committee  rooms  of  the 
House  of  Commons,  and,  amidst  the  universal  cheering  of  the 
House,  announced  that  they  had  authorised  a  third  suspension 
of  the  Act!  ! 
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If  they  had  not  done  so,  there  can  be  no  possible  doubt  but 
that  at  this  instant  there  would  scarcely  be  a  Bank  standing  in 
England. 

29.  The  experience  of  these  successive  crises  has  amply  vindi- 
cated the  wisdom  and  the  truth  of  the  doctrines  of  Sir  Francis 
Baring,  the  Bullion  Report,  and  the  host  of  authorities  of  the 
highest  eminence,  who  unanimously  condemned  the  numerical 
limitation  of  the  Bank's  power  of  issue. 

The  supporters  of  the  Act  of  1844  strenuously  maintain  that 
it  is  a  complement  of,  and  in  strict  accordance  with,  the  principles 
of  the  Act  of  1819  and  the  Bullion  Report.  We  shall  now  en- 
deavour to  test  the  accuracy  of  this  assei-tion. 

I.  The  Bullion  Report  declares  that  the  mere  numerical 
amount  of  notes  in  circulation  at  any  time  is  no  criterion 
whether  the  notes  are  excessive  or  not. 

The  theory  of  the  supporters  of  the  Act  is,  that  the  notes  in 
circulation  ought  to  be  exactly  equal  in  quantity  to  what  the 
gold  coin  would  be,  if  there  were  no  notes,  and  any  quantity 
above  that  is  an  excess,  and  a  depreciation  of  the  currency. 

Is  this  principle  of  the  supporters  of  the  Act  in  accordance 
with  the  principles  of  the  Bullion  Report  ? 

II.  The  Bullion  Report  declares  that  the  sole  test  or  criterion 
of  the  depreciation  of  the  paper  currency  is  to  be  found  in  the 
price  of  gold  bullion,  and  the  state  of  the  foreign  exchanges. 

According  to  the  supporters  of  the  Act,  the  true  criterion  is, 
whether  or  not  the  paper  exceeds  in  quantity  the  gold  it  displaces. 

Is  the  theory  of  the  supporters  of  the  Act  in  accordance  with 
the  doctrine  of  the  Bullion  Report  ? 

III.  It  was  proposed  to  the  BuDion  Committee  for  the  mis- 
management of  the  Bank,  that  a  positive  limit  should  be  imposed 
on  the  issues  of  the  Bank.  The  Bullion  Report  expressly  con- 
demns any  positive  limitation  of  the  issues. 

The  Bank  Act  of  1844  specially  limits  the  issues  of  the  Bank. 
Does  the  Bank  Act  of  1844  coincide  with  the  principles  of  the 
Bullion  Report? 

IV.  The  Bullion  Report,  after  discussing  the  two  most  im- 
portant commercial  crises  which  had  occurred  up  to  that  time, 
those  of  1793  and  1797,  decisively  condemned  the  conduct  of 
the  Bank  in  both  of  them,  and  declared  its  opinion  that  the 
excessive  limitation  of  discounts  al  those  times  greatly  aggravated 
the  distress,  and  says  that  at  certain  crises  to  which  our  paper 
credit  is  exposed,  an  enlargement  of  accommodation  is  the  true 
remedy,  ami  that  too  severe  a  contraction  may  lead  to  general  ruin. 
In  the  crisis  of  1793,  when  the  Bank  refused  to  assist  the  com- 
mercial world,  the  Government  came  forward  and  issued 
Exchequer  hills,  which  was  the  same  thing  in  principle. 

In  1 7i>7  the  Bank  again   mercilessly   restricted   its  discounts 
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while  the  exchanges  were  favourable,  and  the  consequence  was, 
it  stopped  payment. 

In  1825,  after  having  inflated  credit  in  the  previous  year  with 
excessive  issues,  while  the  bullion  was  flowing  out  of  the  country, 
during  the  crisis  in  December,  it  adopted  the  policy  of  excessive 
restriction ;  when  it  was  itself  just  on  the  point  of  stopping 
payment,  it  suddenly  changed  its  policy,  it  made  the  most 
profuse  issues ;  these  immediately  stayed  the  panic ;  not  only 
was  the  commercial  world  saved  from  utter  ruin,  but  the  Bank 
itself  was  saved  from  stopping  payment. 

In  1836  a  great  crisis  was  imminent;  on  this  occasion  the 
Bank,  foreseeing  the  crisis,  adopted  the  boldest  measures  before  it 
came  on,  and  made  immense  issues  to  sustain  commercial  credit ; 
the  policy  was  quite  successful  and  averted  a  great  panic. 

In  the  Autumn  of  1847  the  restrictive  policy  was  adopted 
and  enforced  by  law.  When  the  whole  commercial  world  was 
on  the  point  of  ruin,  and  the  Bank  itself  was  on  the  point  of 
stopping  payment,  the  Government  authorised  the  Bank  to 
break  the  Act,  and  make  unlimited  issues  at  a  high  rate  of  dis- 
count. The  panic  was  stayed  in  an  hour,  and  £400,000  of  notes 
were  sufficient  to  satisfy  the  demand. 

In  1857  the  panic  was  more  terrible  than  in  1847.  The  Bank 
was  brought  within  an  hour  of  stopping  payment.  The  Govern- 
ment again  authorised  the  Bank  to  break  the  Act.  This  saved 
not  only  the  Bank  itself,  but  every  other  bank  in  London  from 
stopping  payment.  On  this  occasion  the  Bank  greatly  exceeded 
the  legal  limits. 

In  1866  came  the  next  great  panic,  which  was  peculiarly  a 
banking  panic.  Again  it  was  seen  that  the  maintenance  of  the 
Act  would  have  caused  every  bank  in  the  country  to  stop  pay- 
ment, and  for  the  third  time  the  Government  authorised  the 
Bank  to  break  the  Act ;  and  the  panic  was  stayed. 

The  Bullion  Report  expressly  says  that,  in  certain  commercial 
crises,  the  Bank  should  extend  its  issues  liberally  to  support 
public  credit. 

The  Bank  Act  of  1844  expressly  prevents  this  being  done. 

Is  the  Bank  Act  of  1844  in  accordance  with  the  principles  of 
the  Bullion  Report  ? 

On  these  fundamental  points,  therefore,  the  Bank  Act  of  1844 
is  in  direct  opposition  to  the  principles  of  the  Bullion  Report, 
and  we  think  that  ample  experience  has  proved  the  greatly 
superior  wisdom  of  the  Bullion  Report. 

30.  We  thus  see  that  Sir  Robert  Peel  was  greatly  deceived  in 
his  expectation  that  the  limitation  of  the  Bank's  power  of  issue 
would  prevent  commercial  crises.  On  this  occasion  he  erred,  as 
so  many  others  have  erred,  in  Economics,  by  too  limited  a  con- 
sideration of  facts.     It  is  true,  that  on  some  occasions  the  Bank 


EXCESSIVE  ISSUES  NOT  THE  CAUSE  OF  ALL  CRISES.    219 

had  fostered  an  over-spirit  of  speculation  by  too  profuse  an  issue 
of  notes.  But  commercial  crises  occur  from  other  causes  besides ; 
they  have  occurred  when  there  was  no  profuse  issue  of  notes, 
and  in  places  where  there  were  no  notes  beyond  bullion. 
Whenever  there  are  expected  to  be  great  fluctuations  in  prices 
from  whatever  cause  arising — either  from  great  scarcity  or  from 
great  abundance — from  the  transition  from  peace  to  war,  or  from 
Avar  to  peace — from  the  discovery  of  new  profitable  openings  of 
every  description — from  great  disturbance  in  the  usual  course  of 
trade — the  speculative  or  gambling  propensity  is  sure  to  be 
called  forth,  and  lead  to  a  pressure  more  or  less  intense.  In 
1694  the  first  joint  stock  mania  took  place,  when  there  was  no 
excessive  credit.  In  1*720  there  was  no  excessive  issue  of  notes. 
In  1*763  there  was  no  excessive  issue  of  notes,  and  the  great 
commercial  crisis  of  that  year  took  place  at  Amsterdam,  where 
the  "  Currency  principle"  was  in  full  operation.  In  1772  there 
were  excessive  issues  of  notes,  which  greatly  conduced  to  the 
crisis.  In  1783  the  crisis  seems  to  have  been  due  to  the  transi- 
tion from  war  to  peace.  Before  1793  there  were  excessive 
issues  of  notes  by  the  miserable  traders  whom  the  monopoly  of 
the  Bank  permitted  to  grow  up  as  bankers.  Previous  to  1797 
the  Bank  itself  had  made  excessive  issues,  compelled  thereto  by 
Pitt.  In  1808  the  Bank  greatly  fostered  the  spirit  of  specula- 
tion. In  1824  and  1825  the  Bank  was  far  too  long  before  it 
contracted  its  issues.  So  also  in  1836  and  1839.  But  in  1847, 
1857,  and  in  1866,  the  great  crises  were  in  no  way  whatever 
attributable  to  excessive  issues.  In  1847  it  was  excessive  rail- 
way speculation.  In  1857  it  was  due  to  a  series  of  causes 
wholly  irrespective  of  issues,  and  in  that  year  the  severity  of 
the  crisis  at  Hamburg,  where  the  "  Currency  principle"  is 
carried  out,  was  so  great  that  the  Government  was  obliged  to 
come  forward  to  create  a  solid  credit  to  support  solvent  houses. 
In  1866  there  were  no  excessive  issues  of  notes.  The  most 
bigotted  opponent  of  the  Bank  could  by  no  possibility  say  that 
the  crises  of  1857  and  1866  were  in  any  way  whatever  attri- 
butable to  the  Bank,  or  could,  by  any  possibility,  have  been 
averted  by  any  management  of  the  Bank. 

The  crisis  of  1808  was  due  to  the  sudden  opening  of  the 
South  American  markets.  That  of  1825  to  the  anticipated 
profits  on  working  foreign  mines.  That  of  1836  partly  to  the 
rapid  extension  of  Joint  Stock  Banks.  That  of  1847  to  ex- 
cessive railway  speculations.  That  of  1857  to  excessive  trading, 
especially  in  America.  That  of  1866  to  the  too  rapid  extension 
of  Financial  Companies  on  the  limited  liability  principle.  Hence 
we  see  that  a  law  made  on  the  supposition  that  all  crises  are 
caused  by  a  single  circumstance,  and  whose  operation  is  only 
adapted  to  that  cause,  must  necessarily  fail. 
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31.  Sir  Robert  Peel  was  farther  in  error  in  saying,  that  during 
periods  of  commercial  crisis  private  persons  make  advances. 
It  may,  perhaps,  happen  that  here  and  there  a  private  person 
may  assist  a  friend,  but,  as  a  general  rule,  it  is  wholly  without 
foundation.  It  was  observed,  before  the  passing  of  the  Act, 
that  in  times  of  commercial  pressure  there  was  a  general  ten- 
dency to  hoard.  This  was  observed  in  1825,  in  1836,  and  in 
1839.  And  this  tendency  was  greatly  aggravated  by  the  Act 
of  1844,  and  was  displayed  with  far  greater  intensity  in  1847. 
When  the  public  saw  that  the  Bank's  reserve  was  diminishing 
so  rapidly,  and  no  one  knew  what  would  be  done,  a  general  rush 
was  made  at  its  notes,  and  they  were  hoarded  away  in  millions. 
No  sooner  was  the  Act  suspended  than  they  came  forth  in 
millions  from  their  hiding  places,  and  the  panic  passed  away. 
Therefore,  in  this  fundamental  point,  there  is  no  doubt  whatever 
that  Sir  Robert  Peel  was  entirely  wrong,  and  that  the  allegation 
of  the  ojmonents  of  the  Act  is  strictly  justified — that,  when  a 
pressure  reaches  a  certain  point,  the  Act  aggravates  and  inten- 
sifies it  into  a  panic,  which  can  only  be  allayed  by  the  suspension 
of  the  Act. 

Moreover,  Sir  Robert  Peel  was  quite  mistaken  in  supposing 
that  bankers  only  make  advances  out  of  bond  fide  capital.  This 
is  so  fully  set  forth  in  the  section  on  the  Theory  of  Banking, 
that  we  need  only  remind  our  readers  that  all  banking  advances 
are  made,  in  the  first  instance,  by  creating  credit.  Every 
banker  knows  perfectly  well  that  an  excessive  restriction  of  credit 
causes  and  produces  a  run  for  gold.  When  the  banks  see  that 
they  can  get  no  assistance  from  the  Bank  of  England,  they  must 
cease  discounting.  But  if  they  cease  discounting,  their  custo- 
mers have  still  engagements  to  meet,  which,  of  course,  they  will 
do  as  long  as  they  can ;  and,  in  order  to  do  so,  they  have  no  other 
resource  but  to  draw  their  balances,  and  this,  of  course,  will  end 
in  making  their  bankers  stop  payment ;  and  bankers  and  custo- 
mers will  all  fall  together. 

This  is  so  perfectly  well  known  to  every  practical  banker  that 
it  is  superfluous  to  quote  authorities.  We  will,  nevertheless, 
quote  Mr.  Henry  Thornton,  one  of  the  authors  of  the  Bullion 
Report.  In  his  Inquiry  into  the  Nature  and  Effects  of  Paper 
Credit,  p.  245,  he  says :  "  Two  kinds  of  error  on  the  subject 
of  the  affairs  of  the  Bank  of  England  have  been  prevalent. 
Some  political  persons  have  assumed  it  to  be  a  principle,  that 
in  proportion  as  the  gold  of  the  Bank  lessens  its  paper, 
or,  as  is  sometimes  said,  its  loans  (for  the  amount  of  the 
one  has  been  confounded  with  that  of  the  other)  ought 
to    be   reduced.      It    has   been  already   shewn,   that  a  maxim 

OF     THIS    SORT,    IF    STRICTLY    FOLLOWED    UP,     WOULD     LEAD 

TO  UNIVERSAL  FAILURE."     This  is  exactly  the  principle 
of  the  Bank  Act  of  1844,  and  such  would  have  been  the  conse- 
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quences  of  it  in  1847,  1857,  and  18GG,  if  it  had  not  been  sus- 
pended on  each  occasion. 

This  operation  of  the  Act  was  quite  misconceived  and  wholly 
omitted  by  Sir  R.  Peel,  and  is  too  obvious  to  be  gainsayed. 
When  the  run  for  gold  takes  place  Bankers  must  sell  their 
securities  at  any  sacrifice.  It  is  perfectly  well  known  that  the 
losses  on  the  sale  of  public  securities  during  the  panic  of  1847 
were  enormous.  These  forced  sales  depreciate  the  prices  of  the 
securities,  and  when  the  Act  is  suspended  the  prices  of  the 
securities  rise  again,  and  then  banks  have  to  buy  back,  at  a 
greatly  increased  price,  the  securities  they  were  compelled  to 
sacrifice.  This  is  a  subject  of  the  most  legitimate  complaint, 
and  these  losses  are  directly  due  to  the  operation  of  the  Act. 

32.  Sir  Robert  Peel  was,  moreover,  entirely  wrong  hi  his 
description  of  American  banking.  It  is  a  very  remarkable  cir- 
cumstance that  in  his  speech  on  the  great  crisis  of  1825  he 
was  loud  in  his  praises  of  the  Scottish  system  of  banking,  and 
said  that,  if  the  country  had  possessed  a  set  of  banks  on  the 
Scotch  system,  it  would  have  escaped  the  danger  of  1793  and 
1825,  and  that  the  root  of  the  evil  lay  in  the  monopoly  of  the 
Bank  of  England.  However,  in  1844  he  completely  ignored 
the  existence  of  the  Scotch  banks,  and  set  up  as  his  idol  the 
United  States  Bank  !  It  is  far  too  long  to  give  an  account  here 
of  American  banking,  and  to  shew  how  completely  erroneous 
his  statements  were  respecting  the  United  States  Bank.  The 
history  of  banking  in  America  is  given  at  length  in  our  Diction- 
ary of  Political  Economy,  and  to  that  we  must  refer,  and  there 
it  will  be  seen  that  the  United  States  Bank  was  so  mismanaged 
as  to  be  a  great  curse ;  it  fell  amid  the  general  execration  of  the 
people  ;  and  it  was  found  to  be  utterly  insolvent!  And  this  was 
Peel's  beau  ideal  of  a  Bank  !  But  the  fact  was  that  Peel  was 
entirely  determined  to  have  nothing  but  a  Single  Central  Bank 
of  Issue,  and  the  Scotch  system  militated  against  that  doctrine, 
and,  therefore,  he  said  nothing  about  it. 

33.  Setting  aside,  however,  altogether  the  false  definition  of 
currency,  and  the  false  theory  of  currency  upon  which  it  is 
founded,  the  general  objects  of  the  Bank  Act  were  perfectly 
correct.  And,  after  the  repeated  and  incorrigible  mismanage- 
ment of  the  Bank  by  its  directors,  some  legislative  interference 
was  absolutely  indispensable.  Nor,  if  it  were  determined  to 
leave  a  monopoly  in  the  hands  of  the  Hank,  and  to  leave  its 
direction  in  its  former  state  of  organisation,  would  it  probably 
have  been  easy  to  devise  a  legislative  restriction  open  to  fewer 
objections.  The  objects  of  the  Act  were  extremely  simple. 
The  Hank  had  repeatedly  neglected  to  contract  its  issues  when 
bullion  was    rapidly  leaving  the  country,  thereby  encouraging 
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the  increase  of  business,  and  keeping  up  prices,  so  that  the 
commercial  world  found  themselves  deep  in  engagements,  the 
prices  of  goods  were  too  high  to  be  exported  in  an  adverse 
exchange,  and,  consequently,  nothing  but  bullion  went.  When 
at  Lust  the  Bank,  seeing  itself  drifting  into  bankruptcy,  violently 
contracted  its  issues,  whereby  commercial  men  had  no  means  of 
meeting  their  engagements,  and  the  prices  of  goods  were 
suddenly  forced  down  involving  every  one  in  ruin.  The  object 
of  the  Act  was  to  compel  an  early  and  gradual  contraction  of 
issues,  thereby  to  produce  an  early  and  gradual  reduction  of  the 
prices  of  goods,  to  enhance  the  value  of  bullion  here,  so  as  to 
cause  it  to  be  kept  here,  and  goods  sent  abroad  to  rectify  an 
adverse  exchange. 

Now,  all  the  objects  of  the  Act,  are  attainable  in  another  way. 
In  the  first  edition  of  this  work,  we  explained  and  enforced  the 
principle  that  a  sedulous  attention  to  the  rate  of  discount  was 
the  true  method  of  controlling  paper  credit.  This  is  so  fully 
explained  in  the  chapter  on  the  Theory  of  Credit,  and  the  Theory 
of  the  Exchanges,  and  the  preceding  chapter,  that  we  need  not 
repeat  here.  We  have  only  to  say,  with  the  greatest  satisfaction, 
that  the  truth  of  this  doctrine  is  now  universally  recognized  by 
all  competent  authorities  and  the  public  generally. 

34.  The  first  edition  of  this  woi'k,  in  which  that  doctrine  was 
demonstrated,  was  published  in  1856.  In  1861  Mr.  Goscken,  in 
his  Theory  of  the  Foreign  Exchanges,  says: — 

"  From  the  foregoing,  it  seems  to  be  evident,  that  when  the 
exchanges  are  manifestly  against  any  couutry,  and  it  is  perceived 
that  excessive  indebtedness  is  the  cause,  there  are  only  two 
modes  of  restoring  the  equilibrium — the  one  being  to  increase 
the  exports,  and  diminish  the  imports — the  other  to  raise  the 

BATE    OF    INTEREST.  *  *  * 

"  In  both  cases,  that  which  will  effectually  bring  the  gold  from 
abroad,  in  the  most  general  and  practical  sense,  will  be  the  op- 
portunities offered  by  a  high  rate  of  interest,  to  effect  profitable 
and  attractive  investments. 

"  The  efficacy  of  that  corrective  of  an  unfavourable  state  of 
the  exchanges,  on  which  we  have  been  dilating,  has  been  most 
thoroughly  tested  by  late  events.  Every  advance  in  the  Bank 
rate  of  discount  has  been  followed  by  a  turn  of  the  exchanges  in 
favour  of  England,  and  vice  versa,  as  soon  as  the  rate  of  interest 
was  lowered,  the  exchanges  became  less  favourable." 

In  1857  a  Committee  of  the  House  of  Commons  was  appointed 
to  inquire  into  the  Bank  Acts.  Mr.  G.  W.  Norman,  one  of  the 
most  prominent  advocates  of  the  currency  principle,  was  asked : — 

Q.  3,529.  "Is  it  not  principally  by  raising  the  rate  of  interest 
that  you  check  the  amount  of  discounts  which  may  be  demanded 
of  you  ? 
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"  Yes ;  we  have  found,  contrary  to  what  would  have  been  antici- 
pated, thai  the  power  we  possess,  and  which  we  exercise,  of 
raising  the  rate  of  discount,  keeps  the  demand  upon  us  within 
manageable  dimensions.  There  are  other  restrictions  which  are 
less  important.  The  rate  we  charge  for  our  discounts,  we  find, 
in  general,  is  a  sufficient  check" 

What  testimony  can  be  more  satisfactory  than  this?  Mr. 
Norman  has  always  been  one  of  the  most  prominent  supporters 
of  the  currency  principle,  and  the  Bank  Act,  and,  in  185 7,  he 
frankly  confesses  that  the  method  we  demonstrated  in  1856  is 
perfectly  correct. 

On  January  2,  1864,  the  Economist  said: — "  The  Bank  of 
England  has  only  to  raise  its  rate  of  discount,  and  supplies  flow 
to  it  from  all  quarters." 

On  November  12,  1864,  it  said: — "  The  best  method — the 
sole  method — to  contract  the  entire  credit  currency  in  this  or 
any  other  country  is  to  raise  the  rate  of  interest." 

On  September  9,  1865,  it  said: — "This  mode  of  treating  the 
malady  [i.  e.,  efflux  of  bullion]  is  establishing  itself  in  the  practice 
of  Europe." 

Since  the  publication  of  our  work  in  1856,  the  Bank  of  France, 
which  had  repeatedly  lost  large  sums  in  trying  to  prevent  an 
out-flow  of  bullion,  has  been  governed  most  successfully  on  this 
principle;  the  usury  laws  in  France  having  been  modified 
for  the  express  purpose  of  enabling  the  Bank  to  adopt  it.  And 
the  Bank  has  had  no  artificial  restriction  or  limitation  of  their 
powers  of  issue. 

r>nt  not  only  is  the  truth  of  this  doctrine  now  recognised  by 
competent  authorities,  but  by  the  public  generally.  Formerly 
every  raising  of  the  rate  of  discount  was  saluted  with  bowlings 
and  ravings  by  a  large  portion  of  the  press.  Now,  the  press 
watches  the  state  of  the  Bank  with  the  greatest  vigilance  and 
attention,  and  sometimes  even  complains  of  the  delay  of  the 
directors.  The  public  and  the  press  is  now  determined  that  the 
Bank  shall  maintain  itself  in  a  position  to  pay  its  promises  in 
gold. 

And,  notwithstanding  all  its  errors  and  defects,  and  the  un- 
doubted mischief  worked  by  it,  this  is  the  great  redeeming  and 
inestimable  merit  of  the  Hank  Act.  It  has  effected  the  great 
purpose  of  manifesting  the  truth  of  this  doctrine  to  the 
directors  and  the  public.  Individual  writers  might  have  gone 
on  for  a  long  time  unheeded,  in  the  supercilious  disdain  with 
which  they  are  usually  treated.  They  might  have  demonstrated 
the  matter  as  clearly  as  Euclid  or  Newton  could  have  done, 
but  they  would  have  received  mighty  small  attention.  The 
inestimable  benefit  of  the  Act  has  been  that  it  has  forcibly 
compelled  the  directors  to  learn  and  adopt  it. 
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35.  The  method  of  carrying  out  this  principle  was  fully 
explained  in  the  former  edition.  Let  the  directors  settle  in  their 
own  minds  what  sum  ought  to  be  retained  in  the  country  at  all 
hazards,  as  indispensably  necessary  to  support  the  credit  of 
their  notes,  i.  e.,  to  maintain  their  convertibility.  Let  them  then 
determine  upon  such  a  rate  of  discount  as  it  would  render  it 
beyond  the  bounds  of  any  ordinary  contingency  that  their 
treasure  could  leave  the  country  when  discount  was  at  such  a 
rate.  "In  our  former  edition  we  suggested  the  sum  as  indispen- 
sable to  be  retained  as  £8,000,000,  arid  the  rate  of  discount  as 
10  per  cent.  Then,  as  the  bullion  gradually  increased,  discount 
might  be  lowered.  In  that  edition  we  merely  suggested  a  scale 
to  shew  the  principle  of  the  plan,  which  we  may  repeat,  to  see 
how  it  has  been  tested  by  experience.  The  following  figures 
si ie\v  the  amount  of  bullion,  and  the  minimum  rate  at  which 
discount  ousrht  to  be  at  the  various  amounts  of  the  bullion : — 


£10,000,000 8 

9,000,000 9 

8,000,000 10 

7,500,000 11 

7,000,000 12 

6,750,000 13 

0,500,000 14 

6,250,000 .15 

6,000,000 10 


£20,000,000 2£ 

17,000,000 3 

15,000,000 3^ 

14,000,000 4 

13,000,000 4£ 

12,500,000 5 

12,000,000 5| 

11,500,000 6 

11,000,000 6£ 

10,500,000 7 

Now,  of  course,  the  scale  offered  was  merely  tentative,  to 
illustrate  the  method ;  the  details  were,  of  course,  open  to  con- 
sideration, and  were  liable  to  be  affected  by  many  circumstances. 
On  comparing  this  table  with  what  has  been  done  since  1856  it 
will  be  seen  that  its  principle  has  been  thoroughly  adopted.  On 
comparing  the  tables  already  given  with  those  given  at  the  end 
of  this  chapter  it  will  be  seen  that  since  then  the  Bank  has  been 
managed  entirely  on  this  plan.  And  while  the  rates  we  proposed 
in  1856  were  considerably  more  stringent  than  any  which  had 
been  previously  adopted,  the  rates  that  have  prevailed  recently 
are  more  stringent  than  we  proposed.  And  this,  of  course, 
perfectly  proves  the  truth  of  our  doctrine,  as  the  Bank  itself 
having  greatly  increased  in  magnitude  since  then,  as  well  as  all 
the  other  great  monetary  institutions  of  the  country,  and 
monetary  transactions  being  conducted  on  a  much  gi-eater  scale 
than  formerly,  it  is  manifest  that  the  reserve  of  bullion  ought  to 
increase  in  corresponding  ratio.  It  will  be  seen  that  the  rates 
charged  by  the  Bank  have  on  repeated  occasions  been  exactly 
those  of  our  table. 

And  now  we  say  that  the  Act  of  1844,  having  effected  this 
great   purpose   of    indoctrinating   the  directors   with  the  true 
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principles  of  the  subject,  may  safely  and  advantageously  be 
repealed.  It  has  done  its  work,  and  can  do  no  further  good. 
Like  many  other  Acts  which  may  have  been  necessary,  and  have 
done  good  in  their  day,  times  may  come  when  they  become 
useless  and  even  mischievous.  When  the  great  principle  of 
regulating  and  controlling  paper  credit  by  means  of  the  rate  of 
discount  is  thoroughly  understood  and  really  acted  upon  as  it 
has  been  for  many  years,  the  Act  of  1844  has  become  superfluous 
and  useless,  and  in  times  of  great  commercial  crisis  it  is  an 
unmitigated  nuisance.  And  there  is  now  the  greater  reason 
to  repeal  it,  because  the  interests  it  affects  are  already  on  such 
a  stupendous  scale,  and  are  constantly  increasing,  and  at  every 
succeeding  crisis  the  catastrophes  are  constantly  increasing 
in  magnitude. 

36.  But  in  order  to  do  this  effectually,  means  should  be  taken 
to  efface  that  great  scandal  of  monetary  science — the  issue  of 
bank  notes  on  public  securities — that  sanction  of  Lawism.  The 
Government  paid  off  in  1833  one  fourth  of  the  public  debt 
to  the  Bank.  The  Chancellor  of  the  Exchequer  has  recently 
been  touched,  and  has  endeavoured  to  touch  the  public,  with 
qualms  of  conscience  about  the  magnitude  of  the  National  Debt, 
and  the  duty  of  discharging  it.  This  is  not  the  place  to  discuss 
the  morality  of  the  general  question  of  paying  off  the  debt,  or 
the  merits  of  the  particular  scheme  in  question.  But  there  can 
be  no  doubt  whatever  of  the  great  expediency  and  propriety  of 
discharging  the  National  Debt  to  the  Bank,  which  is  compara- 
tively insignificant.  That  is  a  great  practical  object  which  can 
be  accomplished  with  perfect  facility.  The  Bank  should  receive 
the  whole  of  the  debt  due  to  it  from  the  public,  and  then  it 
might  invest  such  portion  of  its  capital  as  it  pleased  in  public 
securities  just  as  any  other  Bank  may.  But  it  should  not  be 
permitted  to  spend  its  money  in  buying  stock,  and  have  it  too  in 
the  form  of  its  own  notes.  Moreover,  this  is  absolutely  necessary 
in  order  to  deliver  the  country  from  the  degrading  thraldom  it 
has  been  under  to  the  Bank  for  a  century  and  a  half,  and  to 
enable  Parliament  to  establish  the  monetary  system  of  the 
country  on  true  foundations. 

37.  The  Act  has,  therefore,  had  the  undeniable  merit  of  com- 
pelling the  directors  to  pay  a  strict  attention  to  the  rate  of 
discount;  and  since  that  time  this  principle  has  been  constantly 
gaining  ground,  and  is  now  fully  understood.  The  feeling  of 
writers  and  the  public  has  undergone  a  wonderful  change  in  this 
respect  within  the  last  few  years.  It  is  not  so  very  long  ago 
since  the  directors  were  covered  with  abuse  in  many  papers 
whenever  they  raised  the  rate  of  discount.  Even  writers  of 
eminence,  and  among  others,  Mr.  Tooke,  make  it  an  accusation 
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against  the  Act  that  variations  in  the  rate  of  discount  have  been 
much  more  frequent  since  it  was  passed,  and  they  exhibit  tables 
of  these  changes.  But,  in  fact,  these  tables  are  just  so  many 
testimonies  to  its  merits ;  and  this  is  happily  Avell  understood 
now.  Instead  of  being  abused,  the  directors  are  commended ; 
and  if  they  do  not  take  timely  measures,  they  are  urged  to  do 
so  by  the  papers. 

Now,  we  think  that  the  Act  is  justly  entitled  to  this  merit, 
and  it  is  of  the  first  magnitude. 

The  real  and  fundamental  objection  to  the  Act  is  its  operation 
during  a  commercial  crisis.  Ample  and  undeniable  experience 
has  proved  this  in  a  way  that  cannot  be  gainsayed.  Its  plan 
and  its  theory  were  known  to  tke'most  distinguished  authorities 
a  very  long  time  ago,  and  were  expressly  condemned  by  them, 
and  its  mischievous  effects  foreseen  and  predicted  long  ago. 
The  advocates  of  rigourous  restriction,  and  the  advocates  of 
enlarged  issues  during  a  crisis,  have  both  placed  their  arguments 
before  the  world,  and  repeated  experience  has  shewn  that  the  ad- 
vocates of  enlarged  issues  are  in  the  right.  The  restrictive  policy 
has  uniformly  failed.  The  only  instance  in  which  it  was  fully 
carried  out  brought  on  a  suspension  of  cash  payments,  and  in 
the  others  it  would  have  done  so,  if  it  had  not  been  abandoned. 
It  has  often  been  said  that,  on  such  occasions,  houses  that  have 
overtraded  should  be  allowed  to  fall,  and  that  it  is  not  the  duty 
of  the  Bank  to  bolster  up  insolvent  concerns,  and  that  it  is  to 
the  advantage  of  commerce  that  they  should  be  swept  away. 
If  this  course  of  argument  were  applied  only  to  insolvent 
houses,  it  would,  no  doubt,  be  true.  All  insolvent  houses  should 
be  swept  away ;  it  is  quite  true  that  the  Bank  has  no  business 
to  bolster  them  up.  Nay,  to  do  so  is  to  do  an  injustice  to  their 
creditors;  for,  as  the  Bank  will,  of  course,  do  its  best  to  take 
security  for  its  own  advances,  that  takes  away  so  much  from  the 
other  creditors. 

If  the  question  touched  insolvent  houses  only,  the  restrictive 
policy  would,  no  doubt,  be  correct.  But  the  fact  is,  that  the 
mischief  extends  much  further  than  to  them.  By  the  modern 
system  of  credit,  houses  in  commerce  are  so  connected  with  one 
another,  that  the  public  are  wholly  unable  to  tell  which  are 
solvent  and  which  are  not.  The  consequence  is  that  a  general 
distrust  of  all  paper  whatever  arises.  The  paper  of  the  greatest 
houses  becomes  unmarketable.  The  Bank  only  has  the  means 
of  judging  which  houses  are  solvent  and  ought  to  be  supported, 
and  which  are  insolvent  and  ought  to  faU.  All  experience  proves, 
and  all  the  most  eminent  authorities  of  former  times  have  de- 
clared, that  there  must  be  some  means  of  extending  support  to 
really  solvent  houses ;  and  of  that  power  of  support  the  Act  of 
1844  wholly  deprives  the  Bank. 

In  times  of  panic  every  one  wishes  to  obtain  some  solid  credit. 
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Even  when  the  Bank  is  allowed  unlimited  issues,  if  it  is 
expected  that  the  rate  of  discount  is  to  be  raised,  people 
hasten  to  get  discounts,  or  to  get  notes  to  hoard  for  the 
sake  of  security;  and  if  they  cannot  get  Bank  notes,  they 
demand  gold. 

In  ordinary  times,  raising  the  rate  of  discount  checks  the  un- 
due expansion  of  credit,  and  the  demand  for  notes,  and  prevents 
the  efflux  of  gold.  But  in  times  of  panic,  though,  of  course,  the 
rate  of  discount  ought  to  be  raised  to  attract  gold  from  abroad, 
and  to  prevent  its  export,  it  has  no  effect  whatever  in  checking 
the  demand  for  notes.  It  is,  then,  not  a  question  of  profit,  but 
of  existence.  When  the  power  and  the  resources  of  the  Bank 
are  visibly  diminishing  before  the  eyes  of  the  commercial  public, 
every  one  thinks  only  of  his  own  security.  In  such  circum- 
stances, raising  the  rate  of  discount  has  only  the  effect  of  making 
the  demand  for  notes  stronger.  Every  one  will  rush  to  over- 
provide  himself,  and  then  hoard  away  the  notes.  This  was 
decisively  proved  by  the  experience  of  1847,  when  many  millions 
of  notes  were  hoarded  away,  but  which  came  out  of  their  hiding 
place  as  soon  as  the  Act  was  suspended.  Hence  it  is  the  very 
consequence  of  the  Act  to  make  the  demand  for  notes  much 
more  intense  than  it  Avould  otherwise  have  been;  and  if  notes 
are  not  to  be  had,  then  a  run  for  gold  commences.  This  was  the 
case  in  all  former  cases  when  the  restrictive  policy  was  carried 
out,  and  especially  in  the  great  crisis  of  1857,  when  a  very  few 
hours  more  would  have  compelled  all  the  banks  hi  London  to 
stop  payment. 

The  Act  of  1844  Avas  avowedly  passed  because  the  directors 
were  shewn  to  be  incapable  of  managing  their  own  business.  It 
was  the  severest  stigma  that  could  be  placed  upon  them.  It  was 
a  public  declaration,  either  that  they  did  not  know  the  true  prin- 
ciples of  banking,  or  that  they  had  not  the  firmness  to  act  upon 
them.  If  they  had  conducted  the  business  of  the  Bank  on  sound 
principles,  there  never  would  have  been  any  need  for  the  Act ; 
and,  if  it  were  well  ascertained  now,  that  for  the  future,  the 
directors  were  determined  to  obey  true  principles,  there  would 
be  no  further  need  of  it. 

And  this  is  what  we  believe  to  be  the  case.  For  several  years 
past,  the  management  of  the  Bank  has  been  unimpeachable.  It 
it  is  well  understood  row,  not  only  in  the  Bank  parlour,  but  by 
the  general  public,  that  the  Bank  must  be  kepi  in  a  position  to 
put  all  danger  of  the  convertibility  of  the  note  out  of  all  question  ; 
and  this  is  to  be  done  only  by  carefully  adjusting  the  rate  of 
discount  to  the  state  of  the  foreign  exchanges.  The  general  in- 
telligence of  the  public  has  amazingly  advanced  on  this  point 
within  the  last  few  years;  and,  even  if  there  were  any  reason  to 
suppose  that  the  directors  were  inclined  to  depart  from  these 
sound  principles,  which  there  is  not,  the  increased  knowledge 
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and  intelligence  of  the  public  would  compel  them  to  keep  the 
Bank  in  a  solvent  position. 

Fully  allowing,  then,  that  this  merit  is  really  attributable  to 
the  x\ct,  for  which  it  is  entitled  to  the  highest  commendation,  it 
may  be  truly  said  that  it  has  done  its  work,  and  that  there  is  no 
longer  any  necessity  for  it,  and  may  now,  with  propriety,  and 
ought  to  be,  repealed,  so  far,  at  least,  as  regards  the  limitation 
^      of  the  issues  of  the  Bank. 

38.  By  the  confession  of  its  own  framer,  the  expectation  of  its 
power  of  preventing  a  ci-isis  was  over-sanguine.  It  had  been 
observed  that  the  Bank  had  greatly  contributed  on  many  former 
occasions  to  produce  commercial  crises  by  over-issues;  and  the 
conclusion  was  too  hastily  drawn  that  over-issues  of  the  Bank 
were  the  only  cause  of  commercial  over-trading.  Mr.  Cobden 
even  said  that  if  the  currency  were  purely  metallic,  accommoda- 
tion paper  would  be  prevented.  Sir  Robert  Peel  said  distinctly 
that  it  was  better  to  take  measures  to  prevent  paroxysms  than  to 
trust  to  desperate  remedies  to  cure  them.  He,  therefore,  took 
away  the  power  of  cure,  because  he  imagined  that  he  had 
prevented  the  disease.  But  ample  experience  has  shewn  that  in 
this  he  was  too  sanguine.  Nay,  the  supporters  of  such  a 
doctrine  need  only  to  look  to  the  experience  of  those  countries 
where  the  very  principle  they  admired  so  much  was  in  full 
operation,  to  see  the  erroneousness  of  such  an  expectation.  The 
Banks  of  Amsterdam  and  Hamburg  were  expressly  founded  on 
the  "currency  principle."  They  gave  no  credit  whatever  except 
in  exchange  for  bullion,  and  commercial  crises  were  just  as 
severe,  nay,  probably  more  so  than  in  England.  In  the  great 
crisis  of  1857  at  Hamburg  discount  rose  higher  than  in  London, 
and  the  Government  were  obliged  to  come  forward  to  interpose 
their  credit  to  protect  the  credit  of  the  merchants,  because  the 
Bank  could  not  do  so.  And  there  can  be  no  reasonable  question 
that  if  it  is  absolutely  necessary  to  do  such  a  thing,  it  ought  to 
be  done  by  a  great  commercial  establishment  like  the  Bank  of 
England,  on  the  recognized  principles  of  business,  rather  than  by 
the  abnormal  interference  of  Government. 

.39.  The  peculiar  state  of  the  law  with  regard  to  Bank  of 
England  notes  adds  still  further  force  to  this  view.  Contrary  to 
the  earnest  remonstrance  of  Sir  Robert  Peel  in  1833,  Bank  of 
England  notes  were  made  legal  tender  between  all  parties, 
except  when  the  Bank  itself  is  one,  so  long,  and  so  long  only,  as 
the  Bank  pays  them  in  gold  on  demand.  Now,  suppose  it  is 
generally  known  that  the  Bank  is  about  to  suspend  payments, 
debtors  may  go  and  compel  their  creditors  to  receive  payment  of 
their  debts  in  Bank  notes,  and  perhaps  the  very  next  hour  the 
news  comes  that  the  Bank  has  stopped  payment,  and  then  these 
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notes  are  so  much  waste  paper  in  the  hands  of  the  very  men  vrho 
were  compelled  to  receive  them  an  hour  before.  They  were  com- 
pelled to  receive  payment  in  paper,  and  an  hour  afterwards  they 
are  compelled  to  pay  their  own  debts  in  nothing  but  gold.  This 
is  no  imaginary  case.  Every  man  in  London  on  the  12th 
November,  1857,  knew  that  the  Bank  of  England  could  not  have 
been  kept  open  for  two  hours  on  the  13th  unless  the  Act  was 
suspended,  and  directly  the  Bank  stopped  payment  its  notes 
would  have  ceased  to  be  legal  tender;  not  a  bill  could  have  been 
paid  in  them  except  at  the  option  of  the  payee. 

40.  While,  therefore,  we  admit  that  one  great  merit  which  its 
admirers  claim  for  it  is  undoubtedly  true,  it  cannot  be  denied 
that  a  very  serious  charge  brought  against  it  by  its  opponents 
is  also  true.  Experience,  as  clear  as  the  sun  at  noonday,  has 
shewn  that  it  is  wholly  powerless  to  prevent  a  commercial 
crisis,  and  when  a  crisis  does  occur  it  intensifies  its  pressure,  and 
converts  a  crisis  into  a  panic,  which  is  certain  to  end  in  universal 
failure,  including  the  stoppage  of  the  Bank  itself.  It  then 
deprives  the  Bank  of  what  all  experience  has  shewn  to  be  the 
only  remedy  for  such  a  state  of  affairs.  On  each  occasion  when 
this  has  happened  already,  the  Government  have  found  it  neces- 
sary to  resort  to  the  most  desperate  course  in  a  constitutional 
country,  namely,  to  give  their  solemn  sanction  to  a  deliberate 
violation  of  the  law.  Every  one  knows  that  commercial  crises 
will  recur  periodically,  and  every  one  knows  that  on  their 
occurrence  every  Government  will  be  obliged  to  pursue  exactly 
the  same  course.  In  fact,  it  would  be  far  more  hazardous  for 
the  Government  to  abstain  from  violating  the  law  than  to  do  so. 
What  example  can  be  more  pernicious  in  a  constitutional 
country  ?  What  is  the  use  of  a  law  that  every  one  knows  will 
be  set  aside  and  violated,  whenever  certain  occasions  recur? 

There  is  every  reason  to  expect  that  if  the  Act  were  repealed 
so  far  as  regards  these  points,  the  directors  would  manage  the 
Bank  on  sound  principles.  But  if  they  did  not,  we  think  that 
every  principle  of  sound  reasoning  would  point  to  an  improved 
constitution  of  the  direction  itself.  Nothing  can  be  more  clear 
than  that  the  long  monopoly  of  the  Bank  was  utterly  opposed  to 
all  sound  principles  of  political  economy,  and  inflicted  immense 
injury  on  the  country.  The  pretensions  of  the  directors  were 
anomalous.  They  claimed  to  exercise  a  great  function  of  State, 
and  they  claimed  to  be  exempt  from  all  interference  as  a  private 
body.  The  directors  are  exclusively  selected  out  of  the  com- 
mercial class,  and,  of  course,  their  sympathies  would  naturally  go 
with  their  own  class,  and  in  former  times  it  is  undoubtedly  cer- 
tain that  they  allowed  such  sympathies  to  have  a  predominating 
influence.  Their  interests  as  merchants  were  opposed  to  their 
duty  qb  bankers;  and  formerly,  we  do  not  say  corruptly, but  yet, 
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undoubtedly,  the  latter  gave  way  to  the  former.  There  is  no 
reason  whatever  to  suppose  that  such  would  he  the  case  now-a- 
days,  if  these  parts  of  the  Act  were  repealed.  But  if  such 
should  be  the  case,  the  State  would  have  every  right  to  interfere. 
The  Bank  of  England  has  become — unfortunately,  in  our  opinion 
— an  engine  of  the  State;  and  if  it  should  be  proved  that  that 
class  of  the  community  to  which  hitherto  its  administration  has 
been  exclusively  entrusted,  should  be  unable  or  unwilling  to 
conduct  it  properly,  it  would  be  the  undoubted  right  of  the 
State  to  devise  such  an  improved  organisation  of  its  direction, 
as  should  place  it  in'  hands  competent  to  conduct  it  on  sound 
principles. 
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Table  shewing  the  state  of  the  Bullion  in  the  Bank  at  all 
Changes  in  the  Rate  of  Discount  since  the  Crisis  of  185  7 
to  the  present  time,  and  the  Bate  of  Discount  at  Paris  at 
the  same  time. 
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CHAPTER    XIII. 


ON  THE  BUSINESS  OF  BANKING. 
Section  I.     On     the     Nature     of     Banking  —  Relation 

BETWEEN     A     B  ANKER     AND     HIS     CUSTOMER — On     BANKING 

Instruments  op  Credit — On  Banking  Investments. 

Section  II.      On  the  Clearing  System. 

Section  III.     On    Bills     of     Exchange     and    Promissory 
Notes. 

In, the  preceding  chapters  we  have  endeavoured  to  investigate 
fully  the  fundamental  conceptions  of  Economics  Avhich  are  neces- 
sary to  understand  the  nature  of  credit,  or  debts,  the  commo- 
dity in  which  bankers  deal,  and  we  have  explained  the  general 
effects  of  banking  in  respect  to  Commerce  and  the  Foreign 
Exchanges.  We  have  also  set  forth  the  history  of  banking  in 
this  country,  and  the  various  monetary  crises  which  have 
occurred  during  nearly  a  century. 

We  then  examined  certain  theories  of  currency  which  have 
acquired  considerable  importance,  and  explained  the  somewhat 
anomalous  organisation  of  the  Bank  of  England,  and  the  theories 
upon  which  it  has  been  constructed  and  managed.  We  are  now 
come  to  the  more  particular  question  of  the  practical  details  of 
banking  business. 

The  difficulty  in  compressing  the  subject  within  a  moderate 
compass  consists  in  this,  that  credit,  the  commodity  with  which 
bankers  are  concerned,  constitutes  one  of  the  most  extensive 
and  abstruse  branches  of  Law  and  Bankruptcy. 

To  enumerate  all  the  decisions  which  have  been  given,  would 
fill  a  treatise  considerably  larger  than  the  whole  of  this  work. 
That  it  would  be  manifestly  impossible  to  do,  besides  the  fact 
of  there  being  several  excellent  legal  treatises  on  every  branch 
of  it. 

The  line  that  we  have  endeavoured  to  draw,  is  this: — There 
are  certain  legal  doctrines  and  cases  which  are  absolutely  indis- 
pensable for  a  banker  to  be  familiar  with  in  his  daily  business, 
any  one  of  which  may  occur  in  practice  at  any  instant.  There 
are  other  doctrines  and  cases  which  arc  only  necessary  to  be 
known,  when  the  banker  is  unhappily  drawn  into  legal  proceed- 
ings. In  these  cases  lie  will  be  in  the  hands  of,  and  be  guided 
by,  his  solicitor  and  counsel. 

We  have  endeavoured  to  give  a  selection  of  those  doctrines 
and  cases  only,  which  are  comprised  under  the  Conner  of  these 
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divisions — those  which  ave  necessary  to  the  daily  business  <>i 
hanking,  and  to  omit  those  in  which  a  hanker  may  find  it 
necessary  to  have  recourse  to  bis  solicitor. 

In  endeavouring,  however,  to  draw  this  line,  we  are  sure  that 
every  one  conversant  with  the  subject  must  be  aware  <>f  the 
difficulty  of  selecting  out  of  the  great  mass  of  cases  and 
decisions,  those  only  which  are  fundamental,  and  passing  over 
those  which  are  only  of  secondary  importance. 

In  the  first  Section,  accordingly,  we  have  endeavoured  to 
explain  clearly  the  different  relations  which  a  banker  may  hold 
to  his  customers,  and  his  legal  lights,  duties,  and  liabilities  on 
each  of  them,  and  also  the  legal  points  affecting  the  instruments 
of  credit  in  which  the  debts  he  creates  are  embodied.  We  then 
examine  the  different  investments  which  bankers  usually  make. 

In  the  second  Section  we  have  explained  the  general  system  of 
exchange,  or  clearing,  by  which  the  various  banks  in  the  country 
tend  more  and  more  to  constitute  one  vast  banking  institution ; 
and  shewn  what  a  marvellous  economy  of  coin  and  Bank  notes 
is  effected  by  this  means,  and  also  shewn  how  it  proves  several 
of  the  prevalent  doctrines  regaining  currency  to  be  erroneous. 

In  the  third  Section  we  have  given  what  appear  to  us  to  be  the 
necessary  fundamental  doctrines  regarding  the  instruments  of 
credit,  in  which  are  embodied  the  debts  which  bankers  purchase 
from  their  customers,  namely  bills  of  exchange  and  promissory 
notes. 


SECTION  I. 

On  the  X at ere  of  Banking,  and  the  Relations  Between  a 
Banker  and  his  Customer — On  Banking  Instruments 
of  Credit — On  Banking  Investments. 

1.  We  have  found,  in  a  former  chapter,  that  from  the  time 
when  the  word  "  banker"  was  first  used,  it  meant  a  person  who 
purchased  specie  by  means  of  his  credit,  or  promise  to  pay  an 
equal  sum  on  demand,  or  at  some  future  time.  In  the  business 
of  the  exchanges,  those  are  called  "banking  operations,"  which 
consist  in  the  buying  and  selling  of  bills.  A  "Banker,"  also 
buys  other  debts,  such  as  bills  of  exchange,  by  creating  fresh 
debts.  Hence  the  business  of  a  merchant  is  to  buy  and  sell 
commodities  with  specie  and  debts ;  the  essential  business  of  a 
"  banker"  is  to  purchase  specie  and  debts  by  creating  other  debts. 
A  "banker"  is,  therefore,  essentially  a  debt  merchant,  though  he 
sometimes  adds  other  species  of  monetary  business  to  this. 

2.  In  modern  practice,  a  Banker  may  stand  in  four  relations 
to  his  customer — 1st.  As  the  Purchaser  from  him  of  specie, 
or  specie  and  debts ;  2ndly.  As  his  Agent,  or  Trustee,  or 
Bailee,  of  his  specie  and  valuable  securities,  i.  e.,  securities  for 
money,  and  convertible  securities;  these  are  termed  Banking 
securities:  3rdly.  As  the  Pawnee  of  the  same:  4thly.  As  his 
Warehouseman  for  plate,  specie,  jewels,  deeds,  &c,  not  being 
banking  securities. 

The  duties,  rights,  and  liabilities  between  a  banker  and  his 
customer  are  separate  and  distinct  in  all  these  relations,  and 
we  must  now  endeavour  to  explain  them. 

On  the  relation  of  a  Hanker  to  his  Customer,  as  the 
Purchaser  from  him  of  Specie,  or  Specie  and  Debts. 

3.  The  first  of  these  cases,  is  the  ordinary  one  where  a  cus- 
tomer opens  an  account  witli  a  banker,  by  means  of  paying  in 
money  to  his  account.  In  this  case,  the  customer  cedes  the 
absolute  property  in  the  money,  to  the  banker,  and  receives  in 
exchange  the  right,  or  property,  to  demand  an  equal  sum  from 
the  banker  when  he  may  require  it.  The  transaction  is,  there- 
fore, a  sale,  or  an  exchange  of  money,  for  a  debt.  The  banker 
and  his  customer  stand  in  the  common  law  relation  of  debtor 
and  creditor.  It  is  also  part  of  this  relation  that  the  customer 
or  creditor  may  transfer  this  right,  or  property,  called  debt,  to 
any  one  else  he  pleases,  and  this  debt  may  circulate  exactly  in 
the  same  manner  as  money  itself. 
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The  Banker,  therefore,  has  bought  this  money ;  he  has  acquired 
an  entire  property  in  it,  and  he  may  do  what  he  pleases  with  it. 
He  may  apply  it  exclusively  to  his  own  private  benefit,  or  purposes, 
in  any*  way  he  pleases,  and  his  customer  has  no  legal  ground  of 
complaint  against  him.  He  has  voluntarily  parted  with  his 
money,  and  received  in  exchange  for  it  the  right  to  demand  an 
equivalent  sum  again  from  his  banker,  and  if,  when  he  does  do 
so,  his  banker  is  unfortunately  unable  to  do  so,  he  is  only  entitled 
to  receive  a  proportion  of  the  banker's  property  rateably  with 
other  creditors. 

Therefore  the  common  phrase,  when  a  man  says  he  has  so 
much  of  "  his  money  "  at  his  banker's,  is  not  quite  correct.  He 
has  no  money  at  his  banker's ;  what  he  has  is  a  right  residing  in 
his  person  to  demand  money,  which  is  recorded  in  his  banker's 
books. 

If  a  customer  makes  his  will  bequeathing  "  all  his  ready 
money,"  "  all  his  stock-in-trade,"  "  all  his  debts,"  "  all  his 
moneys,"  the  sum  standing  at  his  credit  hi  his  banker's  books 
has  been  held  by  numerous  decisions  in  equity  to  pass  under 
these  designations. 

The  relation  between  banker  and  customer  being  simply  that 
of  debtor  and  creditor,  if  a  customer  were  to  leave  a  balance  in 
his  banker's  hands  for  more  than  six  years  without  operating  on 
his  account,  it  would  appear  that  the  Statute  of  Limitations 
would  take  effect,  and  he  might  if  he  chose,  refuse  to  pay  it. 

Whether  a  banker  has  any  right  to  refuse  payment  to  the 
person  to  whom  a  customer  has  transferred  a  cheque,  while  he 
has  funds  of  his  customer  in  his  hands,  and  whether  the  trans- 
feree of  the  cheque  has  any  right  of  action  against  the  banker 
is  a  question  of  some  nicety,  and  will  be  considered  afterwards 
under  Cheque. 

The  case  we  have  been  considering  is  the  simplest  between  a 
banker  and  his  customer,  and  in  such  a  one  the  latter  is  said  to 
have  a  Drawing  or  Current  Account  with  his  banker. 

4.  Trading  customers,  however,  usually  keep  a  different  kind 
of  an  account  with  their  banker.  They  sell  their  goods,  and 
take  a  bill  at  3  months  for  them.  As  this  bill  is  inconvenient 
for  trading  purposes,  they  take  it  to  their  banker,  and  offer  it  to 
him  for  sale.  If  he  thinks  it  a  good  debt,  which  will  be  paid  at 
maturity,  he  buys  it  from  his  customer.  He  writes  down  the 
full  sum  of  the  bill  to  the  credit  of  his  customer,  and  at  the  same 
time  chai'ges  him  with  the  sum  he  agrees  to  receive  as  profit. 
When  the  profit  is  retained  at  the  time  of  the  advance,  it  is 
called  Discount.  The  discount  is,  therefore,  the  difference  be- 
tween the  price  of  the  bill  and  its  amount.  When  a  banker 
buys  a  bill  in  this  manner  he  is  said  to  discount  it. 

When  a  banker  discounts  a  bill  for  his  customer  it  is  a  com- 
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plete  sale  of  the  debt.  The  banker  first  makes  his  customer 
indorse  it,  that  is,  write  his  name  on  the  back  of  it.  The  effect 
of  this  is  this,  that  if  the  principal  debtor,  or  acceptor,  does  not 
pay  the  bill  at  maturity,  the  banker  has  the  right  to  charge  his 
customer  with  the  amount  of  the  bill,  provided  he  gives  him 
immediate  notice  of  the  fact  of  dishonor. 

When  a  banker  discounts  a  bill,  the  entire  property  in  it 
passes  to  him,  just  as  we  have  seen  above,  the  entire  property 
in  the  money  paid  in  by  his  customers  vests  in  him.  He  has 
the  whole  property  and  interest  in  it,  as  much  as  in  any  chattels 
he  possesses.  He  may  sell  it  again  if  he  pleases,  or  re-discount 
it,  as  it  is  termed,  and  if  he  became  bankrupt,  the  entire  property 
in  it  would  pass  to  his  assignees. 

It  is  of  importance  to  observe  this.  In  the  loose  language  in 
which  Economic  subjects  are  usually  treated,  it  is  commonly 
said  that  when  a  banker  discounts  a  bill  for  a  customer,  he 
makes  him  a  loan  on  the  security  of  the  bill.  This,  however,  is 
a  complete  misconception  of  the  nature  of  the  transaction  ;  and 
it  can  easily  be  shewn  to  be  so.  If  the  banker  merely  made  a 
loan  to  his  customer  on  the  security  of  the  bill,  it  would  be  the 
customer's  duty  to  repay  the  money  at  the  time  fixed,  just  as  in 
all  other  loans  it  is  the  duty  of  the  person  receiving  the  money 
to  repay  it.  But  when  a  banker  discounts  a  bill  it  is  wholly 
different.  He  does  not  seek  repayment  of  the  money  from  his 
own  customer,  but  he  demands  payment  of  the  debt  from  the 
acceptor  of  the  bill,  and  if  it  is  duly  paid,  his  customer  never 
hears  of  or  sees  the  bill  again.  It  is  only  in  the  event  of  its 
non-payment  by  the  acceptor  that  he  comes  back  upon  his 
customer.  If  he  made  a  loan  to  his  customer  on  the  security  of 
the  bill,  he  would  not  only  seek  repayment  from  his  customer, 
but  give  him  the  bill  back  again  when  he  was  repaid,  whereas 
he  never  does  so.  In  such  a  case  the  property  in  the  bill  would 
remain  with  the  customer,  and  pass  to  his  assignees  in  the  case 
of  his  bankruptcy ;  whereas  it  does  not  do  so,  it  is  given  to  the 
banker,  and  the  assignees  of  the  customer  have  no  right  to  it. 

The  transaction  is,  in  reality,  an  exchange  of  debts.  The 
banker  buys  a  debt,  payable  at  a  future  time,  by  creating  a  debt 
in  his  customer's  favour,  payable  on  demand. 

It  may  seem  to  some  to  be  mere  logomachy  to  distinguish 
between  a  discount  as  a  sale  and  as  a  loan  on  the  security  of  a 
bill;  it  is,  however,  nothing  of  the  kind  ;  the  two  transactions 
are  essentially  distinct,  and  involve  distinct  legal  consequences 
to  all  parties,  of  the  most  important  nature,  civil,  as  well  as 
criminal. 

In  these  cases,  therefore,  which  are  the  simplest,  the  banker 
does  not  stand  in  any  fiduciary  relation  to  his  customer.  They 
are  independent  exchangers,  or  buyers  and  sellers,  of  specie 
and  debts. 
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On  the  relation  of  a  Banker  to  his  Customer,  as  his  Agent,  or 
Trustee,  or  Bailee  of  Specie,  and  Banking  Securities. 

5.  Besides,  however,  the  simplest  and  most  ordinary  relation 
between  bankers  and  their  customers,  as  exchangers  of  specie 
and  debts,  bankers  do  undertake  trusts,  and  enter  into  fiduciary 
relations  with  their  customers.  They  receive  sums  of  money, 
which  are  specifically  directed  by  their  customers  to  be  appro- 
priated to  some  special  purpose,  as  well  as  securities,  and  other 
valuable  property,  such  as  stock,  shares,  &c,  to  receive  the 
dividends,  &c,  on  behalf  of  their  customers ;  they  receive  bills 
of  exchange  on  behalf  of  their  customers,  and  collect  them  for 
their  customers,  in  exactly  the  same  manner  as  they  do  for 
themselves,  and  are  answerable  to  them  for  any  loss  incurred 
through  any  negligence  in  not  complying  with  the  known  usages 
of  commerce.  Bills  of  exchange,  stock,  shares,  Exchecpier  bills, 
&c,  are  called  banking  securities. 

In  such  cases  as  this,  the  property  in  these  valuable  securities 
does  not  pass  to  the  banker  ;  he  is  the  mere  agent,  trustee,  or 
bailee  of  his  customer,  and  he  has  to  obey  his  specific  instructions 
in  each  case,  and  if  he  appropriated  them  to  his  own  use,  it  would 
be  criminal.  Moreover,  in  the  event  of  his  bankruptcy,  the  pro- 
perty in  such  things  would,  manifestly,  not  pass  to  his  assignees. 

The  temptation  to  a  banker  to  use  for  his  own  benefit, 
the  valuable  securities  entrusted  to  his  care,  is  so  great 
in  times  of  commercial  pressure,  that  it  has  been  enacted, 
7  and  8  Geo.  iv.,  c.  29,  s.  49,  50,  "  And,  for  the  punish- 
ment of  agents  entrusted  with  property,  be  it  enacted,  that  if 
any  money,  or  security  for  the  payment  of  money,  shall  be 
entrusted  to  any  banker,  merchant,  broker,  attorney,  or  other 
agent,  with  any  direction  in  wi'iting,  to  apply  such  money,  or 
any  part  thereof,  or  the  proceeds,  or  any  part  of  the  proceeds, 
of  such  security,  for  any  purpose  specified  in  such  direction,  and 
he  shall  in  violation  of  good  faith,  and  contrary  to  the  purpose 
so  specified,  in  anywise  convert  to  his  own  use,  or  benefit,  such 
money,  security,  or  proceeds,  or  any  part  thereof  respectively, 
every  such  offender  shall  be  guilty  of  a  misdemeanour,  and  being 
convicted  thereof,  shall  be  liable,  at  the  discretion  of  the  Court, 
to  be  transported  beyond  the  seas  for  any  term  not  exceeding 
fourteen  years,  nor  less  than  seven  years ;  or  suffer  such  other 
punishment  by  fine  or  imprisonment,  or  by  both,  as  the  Court 
shall  award. 

"  And  if  any  chattel  or  valuable  security,  or  any  power  of 
attorney,  for  the  sale  or  transfer  of  any  share  or  interest  in  any 
public  stock,  or  fund,  whether  of  this  kingdom,  or  of  Great 
Britain,  or  of  Ireland,  or  of  any  foreign  State,  or  in  any  fund  of 
any  body  corporate,  company,  or  society,  shall  be  entrusted  to 
any  banker,  merchant,  broker,  attorney,  or  other  agent,  for  safe 
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custody,  or  for  any  special  purpose,  without  any  authority  to 
sell,  negoeiate,  transfer,  or  pledge,  and  he  shall  in  violation  of 
good  faith,  and  contrary  to  the  object  and  purpose  for  which 
such  chattel,  security,  or  power  of  attorney  shall  have  been 
entrusted  to  him,  sell,  negociate,  transfer,  pledge,  or  in  any 
manner  convert  to  his  own  use  or  benefit,  such  chattel,  or 
security,  or  the  proceeds  of  the  same,  or  any  part  thereof,  or  the 
share  or  interest  in  the  stock  or  fund  to  which  such  power  of 
attorney  shall  relate,  or  any  part  thereof,"  such  offender  shall  be 
guilty  of  a  misdemeanour,  and  liable  to  the  same  punishment  as 
in  the  last  Section. 

Certain  London  bankers  having  failed  in  1855,  it  was  found 
that  they  had  appropriated  to  their  own  use  a  large  amount  of 
foreign  bonds  deposited  with  them  by  a  customer  for  them  to 
receive  the  dividends  on;  they  were  indicted  under  Section  49, 
convicted,  and  sentenced  to  14  years'  transportation. 

On  the  Relation  of  the  Banker  to  his  Customer  as  Pawnee 
of  Banking  Securities. 

6.  In  the  first  of  the  relations  between  the  banker  and  his 
customer  above  described,  the  banker  was  the  absolute  purchaser 
of  the  specie  and  securities  of  his  customer,  so  that  he  might  do 
what  he  pleased  with  them  ;  in  the  second  he  was  merely  his 
customer's  agent,  and  it  is  highly  penal  for  him  to  appropriate 
to  his  own  use  any  of  his  customer's  securities.  A  relation 
intermediate  between  these  two  frequently  exists,  in  which 
securities  are  deposited  by  a  customer  with  his  banker;  the 
absolute  property  in  them  remains  with  the  customer:  but  he 
obtains  a  loan  or  advance  of  money  from  his  banker  on  their 
security,  which,  when  he  pays  off,  the  full  property  and  possession 
of  his  securities  reverts  to  himself.  The  banker  thus  becomes 
the  Paavnee  of  his  customer's  securities,  and  while  he  is  so,  he 
acquires  certain  rights  over  them,  though  not  exactly  a  property 
in  them,  and  it  is  out  of  such  cases  as  these  that  the  most 
difficult  and  abstruse  questions  between  bankers  and  their  cus- 
tomers arise. 

It  has  always  been  the  custom  that  if  a  banker  makes  an  ad- 
vance, or  a  loan,  to  a  customer,  on  the  security  of  bills,  &c, 
deposited  with  him,  he  lias  the  right  to  repledge,  or  sell  so  much 
of  these  securities  as  is  necessary  to  satisfy  his  own  claim.  And 
tlii>  custom  is  expressly  sanctioned  in  the  last  recited  clause, 
which  says  i hat  nothing  in  the  clause  shall  restrain  any  banker 
"from  selling,  transferring,  or  otherwise  disposing  of,  any 
securities  or  effects  in  his  possession,  upon  which  he  shall  have 
any  lien,  claim,  or  demand,  entitling  him  l>y  law  so  to  do,  unless 
such  sale,  transfer,  or  other  disposal,  shall  extend  to  a  greater 
number  or  part  of  such  securities  or  effects  than  shall  he  re- 
quisite for  satisfying  such  lien,  claim,  or  demand." 
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This  principle  has  always  been  held  to  apply  when  a  banker 
makes  a  loan  on  the  pledge  of  these  securities.  It  is  also  held  to 
apply  where  a  customer,  having  an  ordinary  account  with  his 
banker,  has  overdrawn  it,  and  become  indebted  to  him :  the 
banker  has  a  lien  or  a  right  to  retain  all  banking  securities  de- 
posited with  him  by  his  customers. 

But  he  has  no  lien  against  a  customer  for  a  balance  of 
account  upon  valuable  property,  such  as  a  chest  of  plate, 
deposited  with  him  for  safe  custody,  not  in  his  capacity  of 
banker. 

But  if  a  customer,  being  indebted  to  his  banker  on  an  over- 
drawn account,  brings  fresh  securities  to  him,  and  directs  him 
to  appropriate  them  to  some  specific  purpose,  the  banker  has  no 
lien  upon  them  for  his  debt.  He  must  either  fulfil  his  express 
instructions,  or  return  the  securities  to  his  customer. 

Nor  has  he  any  lien  upon  securities  which  his  customer  may 
deposit  with  him  merely  in  his  character  of  trustee.  Even 
though  the  customer  may  have  fraudulently  obtained  an  advance 
on  them  from  the  banker,  the  trust  will  override  the  lien. 

But  a  banker's  lien  on  securities  which  come  into  his  hands 
without  being  appropriated  to  any  particular  purpose,  or 
entrusted  to  him  for  safe  custody,  or  the  like,  is  so  strong  that 
it  applies  to  bills  or  notes,  payable  to  bearer,  or  Exchequer  bills 
which  pass  by  delivery,  even  though  the  customer  were  not  the 
real  owner  of  them,  and  had  no  right  to  pledge  them. 

*7.  Questions  of  great  nicety  frequently  occur  between  bankers 
and  their  customers,  and,  in  the  event  of  the  bankruptcy  of 
either  or  both  of  them,  their  assignees,  respecting  the  property 
in  bills  placed  by  customers  in  the  hands  of  their  bankers  for 
various  purposes. 

It  is  a  very  common  practice  of  cixstomers  to  place  in  the 
hands  of  their  bankers  the  bills  they  receive  for  the  purpose  of 
collection. 

This  is  very  convenient  for  the  customer.  By  placing  this  bill 
in  the  hands  of  his  banker  he  frees  himself  from  all  anxiety  and 
trouble  regarding  its  loss,  or  presentation  for  payment.  The 
banker  is  bound,  as  his  customer's  agent,  to  present  it  for 
payment  and  carry  the  amount  to  his  customer's  credit  as  soon 
as  it  is  paid.  And  if  he  fails  to  do  so,  and  any  loss  occurs 
through  his  neglect  of  the  usages  of  trade,  he  is  liable  to  his 
customer. 

For  the  sake  of  convenience,  it  is  usual  to  note  down  the 
amount  of  such  bills  on  the  proper  day,  in  the  customer's  account, 
in  a  column  "  short  of,"  or  before  the  column  for  cash.  Hence 
these  bills  are  said  to  be  entered  "  short,"  and  the  banker  is  said 
to  hold  such  bills  "  short." 

This  entry  is  a  mere  memorandum,  to  remind  the  banker  that 
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he  has  such  hills  to  collect  for  his  customer,  on  a  certain  day. 
The  sum  is  in  no  way  placed  to  his  customer's  credit,  and  the 
hills  so  "  held  short"  are  the  exclusive  property  of  his  customer, 
which  he  is  entitled  to  demand  back  at  any  time  previous  to  his 
bankruptcy. 

As  the  banker  has  acquired  no  property  in  them,  in  the  case 
of  his  bankruptcy,  the  customer  is  entitled  to  demand  them  back 
immediately. 

But  in  the  case  of  the  customer's  bankruptcy,  the  banker 
must  not  deliver  up  his  short  bills  to  him,  as  all  his  property 
has  vested  in  his  creditors. 

The  course  of  dealing  between  bankers  and  their  customers 
in  such  cases  often  creates  perplexity. 

The  point  to  be  ascertained  is,  whether  the  relation  between 
the  banker  and  his  customer,  at  the  time  of  the  bankruptcy,  was 
principal  and  agent,  or  that  of  debtor  and  creditor.  That  is, 
whether  the  property  in  the  bills  can  be  ascertained  to  have 
passed  from  the  customer  to  the  banker. 

In  many  banks,  it  is  the  custom  to  enter  the  amount  of  such 
bills  in  the  cash  column,  and  to  permit  customers  to  draw 
against  the  amount.  But  this  is  a  matter  of  comity,  and  does 
no1  transfer  the  property  in  the  bills  to  the  banker.  They  are 
only  held  as  collateral  security  for  the  advance,  and  are  not  dis- 
counted. 

The  bills  cannot  be  held  to  have  become  the  property  of  the 
banker,  unless  the  customer  has  an  immediate  right  of  action 
against  him  for  the  full  amount,  less  the  discount ;  and  the  banker 
has  acquired  a  right  of  action  against  all  the  parties  to  the  bill. 

Consequently,  a  banker  could  not  negociate  such  bills  so  long- 
as  his  customer's  account  shewed  a  credit  balance  without  them; 
and  if  there  were  a  debit  balance,  then  only  so  much  as  would 
cover  the  debt. 

Such  bills  are,  therefore,  really  held  short,  and  a  banker  nego- 
ciating  them  would  be  indictable  under  V  and  8  Geo.  iv.,  c.  29, 
s.  49  and  50. 

A  banker's  general  lien  over  his  customer's  banking  securities 
not  specially  appropriated,  is  controlled  by  the  customer  permit- 
ting him  to  discount  certain  special  ones  to  reduce  :i  debit 
balance. 

[fa  customer  remits  hills  to  his  banker,  with  orders  to  apply 
the  proceeds  to  a  specific  purpose,  the  property  in  the  bills 
remains  in  the  remitter,  until  the  purpose  for  which  they  were 
remitted  is  fulfilled. 

8.  London  bankers  not  only  have  their  own  customers,  hut 
they  act  as  agents  and   correspondents   for   country    bankers. 

Therefore  they  are,  in  many  cases,  so  far  as  regards  country 
customers,  the  agents  of  an  agent. 

R  2 
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A  country  customer  frequently  requires  his  banker  to  perform 
some  duty  for  him  which  can  only  be  clone  by  his  London  agent, 
and  perhaps  sometimes,  what  can  only  be  done  by  that  London 
agent  employing  a  foreign  agent.  In  these  successive  agencies, 
losses  may  happen  quite  innocently  in  the  course  of  trade. 
But  in  all  such  cases  the  country  banker  is  liable  to  his  customer, 
because  it  was  he  who  chose  the  agent  who  made  the  loss ;  or 
he  chose  the  agent  who  chose  the  agent  who  made  it.  There- 
fore it  was  the  country  banker's  conduct  that  led  to  the  loss, 
and  he  must  bear  it,  so  far  as  regards  his  own  customer,  and 
then  have  recourse  against  his  own  agent. 

The  customer  of  a  country  banker  deposited  indorsed  London 
bills  with  him  to  collect ;  and  he  remitted  them  to  his  London 
agent,  who  received  and  paid  bills  for  him,  and  had  an  allow- 
ance for  so  doing.  The  London  banker  failed  before  the  matu- 
rity of  the  bills  ;  his  assignees  were  held  to  be  bound  to  pay 
over  to  the  country  banker  the  proceeds  of  the  bills,  subject  to 
the  lien  of  the  London  banker  for  any  sum  remaining  clue  to 
him  upon  the  contract.  The  London  banker  was  only  the  agent 
for  collecting  and  remitting  the  proceeds  of  the  bills,  and  his 
lien  was  limited  to  that, 

But  the  coixntry  banker  is  liable  to  his  customer  for  the  full 
amount  of  the  bills,  subject,  of  course,  to  the  state  of  the 
account  between  them.  The  customer  must  not  suffer  from 
the  default  of  an  agent  he  did  not  appoint. 

A  London  banker  urged  a  country  banker  who  was  indebted 
to  him  to  send  him  up  any  bills  he  could  procure.  The  country 
banker  got  A  to  accept  two  bills  for  his  accommodation,  dated 
the  13th  December,  1813,  which  became  due  on  the  19th 
March  and  19th  April,  1814,  respectively,  and  sent  up  these  to 
his  London  banker  "for  account?  At  the  dates  when  the  bills 
respectively  matured  the  country  banker  had  a  considerable 
balance  in  his  favour,  and  on  several  occasions  after  that.  But 
he  afterwards  failed,  being  indebted  to  his  London  banker  con- 
siderably more  than  the  principal  and  interest  of  the  bills.  The 
London  banker  sued  the  acceptor  of  the  bills  and  recovered 
their  amount,  the  Court  saying,  "  There  was  a  period  when  the 
lien  on  the  bills  of  the  London  bankers  ceased  to  attach,  and 
when  the  bills  might  have  been  redeemed  ;  but  they  were  not 
reclaimed,  and,  by  allowing  them  to  remain  in  the  hands  of  the 
London  bankers,  their  lien  revested,  when,  upon  fresh  advances 
made,  the  balance  turned  in  favour  of  the  London  bankers." 

B  indorsed  and  deposited,  as  a  collateral  security  for  his 
floating  balance  with  his  bankers,  four  bills  accepted  for  his  ac- 
commodation by  A.  B  became  bankrupt ;  and  the  banker  proved 
for  a  debt  greatly  exceeding  the  amount  of  the  bills ;  and  in 
their  proof,  among  other  securities  held  by  them,  exhibited  these 
four  bills,  and  received  a  dividend  of  2s.  hi  the  pound  on  the 
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amount  of  their  proof.  A  afterwards  paid  the  bills  in  full,  and 
it  was  held  that  the  banker  was  bound  to  refund  to  A  the  divi- 
dend of  two  shillings  on  the  amount  of  the  bills. 

As  an  example  of  double  agency,  we  may  cite  this  case.  A 
country  customer  remitted  a  bill,  drawn  by  him  on  a  person  in 
Calcutta,  to  his  banker,  who  undertook  to  collect  it  for  him  and 
credit  him  with  the  proceeds  when  paid.  He  sent  it  to  his 
London  banker,  who  remitted  it  to  his  correspondent  A  in  Cal- 
cutta to  get  payment.  A  received  the  proceeds  and  immediately 
afterwards  failed.  The  country  banker,  having  advised  his  cus- 
tomer that  the  bill  was  paid,  was  held  to  have  made  himself 
liable  to  him  for  the  amount,  with  recourse  left  to  him  to  recover 
payment  from  his  correspondent. 

Hence,  in  all  cases  Avhen  a  banker  undertakes  to  get  payment 
of  a  bill  for  any  party,  he  is  liable  to  him,  if  any  loss  occurs 
through  him  or  his  agents. 

9.  If  a  banker  takes  Goods  as  a  security  for  an  advance,  he 
ought  to  satisfy  himself  that  his  customer  is  entitled  to  them  ; 
for,  by  common  law,  the  real  owner  will  be  able  to  recover  them 
or  their  value  from  him,  if  unlawfully  pledged. 

10.  A  banker  sometimes  takes  a  Policy  of  Life  Insurance 
as  a  security  for  a  debt.  In  such  a  case,  he  should  give  notice 
to  the  office  of  the  assignment,  as,  in  the  event  of  his  customer's 
bankruptcy,  the  policy  would  vest  in  his  assignees. 

It  is  a  well-established  principle,  that  a  debt  due  to  a  trader, 
though  assigned  by  him,  is  in  his  order  and  disposition  in  the 
event  of  his  bankruptcy,  even  though  the  instrument  creating 
the  debt  has  been  delivered  over,  unless  notice  of  the  assignment 
has  been  duly  given. 

He  must  also  have  actual  possession  of  the  policy.  A  memo- 
randum of  deposit  of  securities  was  given  to  a  banker,  stating 
that  a  policy  of  insurance  on  the  life  of  the  depositor  was  among 
them.  The  policy,  however,  was  not  delivered,  and  was  in  the 
possession  of  the  depositor  at  the  time  of  his  bankruptcy.  It 
was  held  that  the  policy  passed  to  the  assignees,  and  the  banker 
ranked  among  the  general  creditors. 

If  a  policy,  however,  be  deposited  by  way  of  erpiitablc  mort- 
gage, the  onus  lies  upon  the  assignees  of  the  bankrupt  to  prove 
thai  uotioe  of  assignment  was  not  given  to  the  office  before  the 
bankruptcy. 

A  trader  deposited  a  policy  of  insurance  with  his  banker  to 
secure  a  floating  balance.  A  memorandum  was  signed, and  due 
notice  given  to  the  office.  He  then  took  a  partner,  ami  opened 
afresh  account  in  the  name  of  the  linn.  The  policy  remained 
in  the  bank,  ami  was  treated  as  a  security  for  the  new  account, 
without  any  new  memorandum,  or  any  new  notice  of  assignment . 
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On  the  trader's  bankruptcy,  this  was  held  to  be  a  good  security, 
because  the  prior  notice  made  it  impossible  to  deal  with  the 
policy  without  making  inquiry. 

As  a  rule,  notice  should  be  given  to  the  officer  representing  the 
company,  who  might  either  be  the  chairman,  the  directors,  or 
the  secretary,  according  to  the  deed  of  constitution.  But  where 
the  company  had  authorised  their  agents  to  receive  notice,  and 
agreed  that  notices  to  them  should  be  as  valid  as  if  served  on 
the  company,  it  was  held  that  where  one  of  their  agents  had 
acted  as  attorney  for  the  assignor  and  assignee,  that  was  suffi- 
cient notice. 

A  customer,  the  director  of  an  insurance  company,  assigned 
to  his  banker,  by  deed,  a  number  of  the  shares  of  the  company, 
with  powers  of  redemption  and  sale.  The  deed  was  prepared 
by  the  company's  solicitor,  and  notice  giveu  to  the  company,  and 
an  entry  made  in  their  ledger.  The  company  refused  to  re- 
cognise the  transfer,  as  not  made  in  accordance  with  their  deed 
of  settlement,  and  did  not  remove  the  name  of  the  assignor  from 
their  books,  and  the  shares  stood  in  his  name  when  he  became 
bankrupt.  It  was  held  that  the  notice  was  sufficient,  and  the 
policy  did  not  go  to  the  assignees. 

In  the  case  of  an  equitable  mortgage,  by  the  mere  deposit  of 
the  policy,  the  assignees  of  a  bankrupt  cannot  recover  the  policy 
itself  at  law,  but  if  they  claim  the  debt  in  time,  and  receive  it 
from  the  company,  they  may  give  a  valid  discharge  for  it,  and 
thus  the  banker  would  find  his  security  gone. 

In  all  cases,  the  banker  holds  any  residue  that  may  remain 
after  his  own  debt  is  satisfied,  as  trustee  for  the  assignees. 

1 1 .  Policies  of  life  insurance  are  most  undesirable  securities 
for  a  banker  to  hold,  as  he  may  become  liable  to  pay  the  pre- 
mium for  a  long  series  of  years,  and  may  thus  make  a  loss.  But, 
more  undesirable  still,  if  possible,  are  Shares  in  public  companies. 
To  complete  his  right  to  them,  he  must  have  them  transferred  to 
himself,  and  thus  become  liable  for  calls,  and,  even  worse,  in  the 
event  of  the  failure  of  the  company.  A  banker,  therefore,  should 
never  make  advances  on  shares,  except  of  companies  of  a  very 
high  standing,  for,  instead  of  buying  a  security,  he  may  very 
probably  find  he  has  bought  a  liability. 

12.  Dock  Warrants  and  Bills  of  Lading  are  negociable 
instruments,  and,  being  duly  indorsed,  the  property  in  the  goods 
they  represent  passes  by  the  simple  delivery  of  the  instrument, 
so  as  to  empower  the  holder  to  obtain  possession  of  them. 

13.  A  banker  frequently  takes  a  deposit  of  Title  Deeds,  by 
way  of  equitable  mortgage,  to  secure  an  advance.  In  all  such 
cases  he  should  have  a  written  memorandum,  distinctly  stating 
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the  purpose  for  which  the  deposit  is  made ;  for  it  is  laid  down  that, 
in  doubtful  eases,  where  there  is  no  memorandum,  the  Court 
leans  against  considering  the  deposit  as  a  security  for  antecedent 
debts.  ' 

The  deposit  must  be  made  in  such  a  manner  as  to  be  free 
from  suspicion.  A  customer  deposited  a  lease  on  the  16th  of 
April,  and  a  fiat  in  bankruptcy  was  issued  on  the  2nd  .May.  It 
was  held  that  the  banker  could  not  hold  the  lease.  He  must 
also  have  possession  of  the  security  to  constitute  an  equitable 
mortgage;  an  order  to  a  third  party  to  deposit  a  lease  when 
executed  is  not  sufficient.  But  an  agreement  to  give  a  mortgage, 
and  the  delivery  of  the  title  deeds  for  the  purpose  of  having  the 
mortgage  prepared,  constitutes  an  equitable  mortgage. 

A  banker  took  a  deposit  of  a  lease  of  premises  from  a  trader, 
Avith  a  memorandum  stating  that  he  was  to  be  equitable  mort- 
gagee of  the  lease,  premises,  and  fixtures,  and  appurtenances,  as 
security  for  a  debt.  The  trader  continued  in  possession  of  the 
premises  till  he  foiled,  and  the  Avhole  were  sold  under  an  order. 
It  was  held  that  the  banker  was  entitled  to  the  j^roceeds  of  the 
whole,  and  that  the  trade  fixtures  were  not  in  the  order  and 
disposition  of  the  bankrupt,  and  the  costs  of  the  petition  were 
added. 

A  customer  deposited  with  his  banker  the  title  deeds  of 
certain  steam  mills,  cottages,  land,  buildings,  and  machinery, 
which  he  possessed  in  fee  simple,  as  a  security  to  the  banker 
for  all  moneys  then  owing  to  him  by  the  depositor,  or  which 
should  in  future  be  advanced  to  him,  together  with  banker's 
commission,  and  all  other  usual  charges,  and  also  all  balances 
which  should  be  due  from  the  depositor  on  his  banking  account, 
Avith  interest  at  the  rate  of  5  per  cent,  per  annum.  After  the 
deposit  the  depositor  erected  a  quantity  of  new  machinery  and 
buildings,  all  affixed  to  the  freehold.  The  deposit  was  held  to 
be  an  equitable  mortgage  of  everything  erected  before  or  after 
the  deposit,  and  to  include  fixtures  removable  as  between  land 
lord  and  tenant. 

An  equitable  mortgagee  by  deposit  is  not,  as  such,  in  general, 
entitled  to  demand  a  legal  mortgage  to  he  made  to  him,  unless 
he  contracts  that  one  shall  be  made. 

A  deposit  of  the  title  deeds  to  a  house  does  not  include  the 
furniture;  hence,  if  it  be  intended  to  include  that,  it  should  he 
so  stated  in  the  memorandum  of  deposit,  ami  a  schedule  of  it 
given. 

An  equitable  mortgage  will  hold  good  against  a  prior  voluntary 
settlement,  but  not  against  a  subsequent  legal  mortgage,  if  the 
legal  mortgagee  had  no  notice  of  the  equitable  mortgage;  and 
it  lies  upon  the  equitable  mortgagee  to  prove  that  the  former 
had  such  notice. 

A  memorandum  of  deposit,  which  slates  it  to  be  made  lor  the 
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purpose  of  securing  any  suras  of  money  which  may  be  advanced 
by  the  banker,  does  not  prevent  the  security  applying  to  past 
advances;  and  if  a  specific  sum  be  mentioned,  the  amount  may 
be  increased  by  parole  agreement.  But  this  is  not  so  in  the 
case  of  a  legal  mortgage. 

A  banker,  in  consideration  of  an  existing  debt  and  further 
advances,  obtained  a  deposit  of  title  deeds  of  certain  lands  of 
which  he  was  seised,  together  with  a  memorandum  charging  the 
lands  with  payment  of  the  whole  debt  and  interest.  Other 
creditors  subsequently  received  judgment  against  him,  and  sued 
out  elegits,  under  which  the  sheriff  delivered  the  land  to  them. 
The  banker  was  found  entitled  to  priority  over  the  eleglts  and 
judgments.  And  such  a  perfected  equitable  mortgage  would 
prevail,  not  only  over  judgment  creditors,  but  over  an  extent  at 
the  suit  of  the  Crown,  unless  the  mortgagor  was  an  accountant 
to  the  Crown. 

An  unindorsed  bill  of  exchange  was,  among  others,  deposited 
as  a  security,  along  with  a  warrant  of  attorney,  executed  to 
secure  payment  of  them.  In  this  case,  notice  was  held  to  be 
necessary  to  give  validity  to  the  deposit,  because  the  bill  of 
exchange,  not  being  indorsed,  the  banker  had  only  an  equitable 
right  to  have  his  security  completed  by  the  indorsement  of 
the  bill. 

But  where  certain  bills  of  exchange  drawn  by  A  and  accepted 
by  B,  a  bond  for  the  payment  of  a  sum  of  money  given  by  B  to 
A,  given  as  security  for  the  payment  of  the  bill,  were  mortgaged 
by  A  to  a  trader,  who  deposited  them  with  his  banker  as 
security  for  advances,  it  was  held  that  no  notice  was  required  to 
be  given  to  the  obligor,  because,  as  bills  of  exchange,  when 
deposited,  did  not  require  notice  to  be  given  to  the  acceptor,  so 
a  bond  given  to  secure  their  payment  came  under  the  same 
principle. 

Although  a  banker  takes  a  bond  from  his  customer  and  a 
surety,  for  payment  of  all  sums  advanced,  or  to  be  advanced,  he 
does  not  lose  his  common  law  right  of  suing  his  customer  for 
the  simple  contract  debt. 

If  a  person  gives  a  promissory  note  to  a  banker  for  the  pur- 
pose of  satisfying  a  liability,  from  which  he  was  discharged  in 
law,  but  in  ignorance  of  the  facts  which  constituted  such  a  dis- 
charge, the  banker  cannot  enforce  payment  of  the  note,  although 
the  drawer  had  the  means  of  knowing  the  fact. 

Jewels  were  deposited  as  a  security  for  a  debt  existing  at  the 
time  of  the  pledge.  The  customer  increased  his  debt,  and  re- 
claimed the  jewels,  on  paying  off  the  first  debt  only.  It  was 
held  that  the  banker  had  a  lien  on  the  jewels  for  the  payment  of 
the  whole  sum,  but  if  there  had  been  bond  creditors,  or  a  bank- 
ruptcy, the  bankers  could  only  have  held  the  pledge  for  the  first 
sum,  and  must  have  proved  under  the  fiat  for  the  remainder. 
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A  banker  takes  as  security  an  assignment  by  way  of  mortgage 
of  a  ship  and  cargo  while  the  ship  is  on  her  voyage.  This 
operates  in  equity  to  assign,  not  only  the  cargo  at  the  time  of 
the  pledge,  but  any  future  cargo  the  vessel  may  carry.  And  if 
notice  be  sent  to  the  master  of  the  vessel,  and  he  deliver  up  the 
vessel  and  cargo,  the  equitable  title  of  the  banker  is  complete, 
and  cannot  be  defeated  by  judgment  creditors  of  the  assignor. 

But  it  is  important  to  remember,  that  a  mere  equitable  mort- 
gage, not  registered,  will  be  postponed  to  a  subsequent  registered 
mortgage,  even  though  the  mortgagee  had  notice  of  the  prior 
equitable  mortgage. 

A  firm  of  two  partners,  customers  of  a  banker,  obtained  an 
advance  from  him  on  a  promissory  note,  having  agreed  to  mort- 
gage to  him  shares  in  certain  ships,  belonging  to  them,  their 
freights,  and  the  policies  of  insurance  held  by  them  on  the  shares. 
The  mortgage  deed  was  duly  prepared,  and  executed  by  one 
partner,  the  other  refused.  At  the  time  of  the  execution,  one  of 
the  ships  was  lost,  but  this  fact  was  unknown  to  the  parties. 
Notice  was  given  by  the  banker  to  the  underwriters  before  any 
act  of  bankruptcy.  The  deed  was  held  to  be  binding  on  the 
firm,  though  executed  by  one  partner  only,  and  to  pass  the  insur- 
ance money,  though  not  registered  according  to  the  Shipping 
Acts.  The  Court  held  that,  in  this  case,  the  signature  of  the 
single  partner  bound  the  firm,  because  the  firm  had  previously 
agreed  to  execute  the  contract. 

A  customer  was  allowed  to  overdraw  his  account  to  a  certain 
amount ;  but  beyond  that  he  Avas  to  find  security.  He  exceeded 
that  amount;  the  banker  pressed  for  payment  of  the  whole  or  a 
part  of  the  balance.  The  customer  stated,  in  a  letter,  that  the 
arrival  of  a  ship  would  enable  him  to  set  his  account  right,  and 
inclosed  a  policy  of  insurance  on  the  cargo,  indorsed  by  him  to 
the  banker.  The  banker  applied  for  the  bill  of  lading  which 
was  not  deposited,  but  the  customer  said  that  he  was  in  insolvent 
circumstances,  and  could  not  part  with  it  in  justice  to  his  other 
creditors.  It  was  held  that  the  letter  and  indorsement  of  the 
policy,  did  not  give  the  banker  a  lien  on  the  cargo  in  preference 
to  other  creditors. 

A  customer  deposited  with  a  banker,  by  way  of  security  for 
advances,  a  joint  and  several  promissory  note  payable  by  him- 
self and  his  surety,  whereby  they  promised  to  pay  on  demand 
Pease  and  others,  or  order,  and  11.  II.  or  order,  £300  with 
interest.  The  customer  paid  the  Lnteresl  regularly.  At  one 
time  he  had  a  balance  in  liis  favour  exceeding  the  note.  After 
the  note  was  deposited  the  linn  changed.  It  was  held  by  the 
Court  that,  the  note  being  a  continuing  security,  might  he 
indorsed,  as  it  was  payable  to  order,  notwithstanding  the  change 
in  the  firm  :  that,  not  being  indorsed,  the  original  partners,  or 
the  survivors  of  them,  were  the  proper  parties  to  sue:  that  the 
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note  was  not  discharged  though  the  customer  had  at  one  time 
since  its  deposit  a  balance  in  his  favour  (but  if  the  surety  had 
then  called  upon  the  banker  at  that  time  to  discharge  the  note 
they  would  have  been  bound  to  do  it) :  payment  by  the  customer 
of  the  interest  within  six  years  took  the  note  out  of  the  Statute 
of  Limitations  as  regarded  the  surety. 

So,  if  a  customer  deposit  title  deeds  with  a  firm  of  bankers  to 
secure  advances  to  be  made  to  him,  and  a  change  takes  place  in 
the  firm,  if  he  goes  on  dealing  with  them  as  before,  and  leaves 
the  security  with  them,  he  will  be  held  to  have  tacitly  recog- 
nized the  new  firm,  and  to  deal  with  them  on  the  same  terms  as 
with  the  old  one.  Nevertheless,  it  is  always  better,  to  prevent 
questions  arising  on  these  points,  to  take  a  new  memorandum  of 
deposit  to  the  new  firm. 

If  the  assignment  of  a  security  be  intended  to  cover  a  floating 
balance  between  banker  and  customer,  care  should  be  taken  to 
state  in  the  assignment,  that  it  is  for  advances  already  made,  and 
to  be  made  in  future,  for,  though  the  banker  would  have  a  general 
lien  for  his  balance  on  his  customer's  security,  yet,  if  the  cus- 
tomer became  bankrupt,  his  assignees  have  a  right  to  any  surplus 
above  the  sum  stated  to  be  secured,  and  the  banker  could  only 
prove  for  the  balance. 

These  seem  to  us  to  be  the  principal  points  relating  to  bankers 
as  pawnees  of  securities  of  their  customers.  Their  relations  to 
third  parties  who  give  security  on  behalf  of  their  customers 
will  be  considered  afterwards. 

On  the.  relation  of  a  Banker  to  his  Customer,  as  Waeehouseman 
of  his  plate,  jewels,  specie,  deeds,  &c. 

14.  Besides  receiving  money  and  securities  from  their  custo- 
mers in  the  way  of  banking  business,  bankers  also  receive  from 
their  customers  chests  of  plate,  jewels,  and  specie,  and  deeds, 
for  the  sake  of  safe  custody  in  their  strong  rooms.  In  this 
capacity  they  act  simply  as  warehousemen  for  their  customers, 
and  no  property  of  any  description  passes  to  them  in  the  goods 
deposited ;  and  they  have  no  lien  over  them  for  balances  due  to 
them  from  their  customers  on  account,  because  they  do  not 
receive  these  valuables  in  their  character  as  bankers. 

On  a  Bankers  Lien  on  his  Customer's  Securities. 

15.  A  banker's  general  lien  is  part  of  the  Law  Merchant, 
and  is  judicially  noticed  as  such. 

A  banker  has  a  general  lien  over  all  securities  deposited  with 
him  by  his  customer  as  a  banker,  for  debts  due  to  him  by  his 
cast oiner,  without  any  specific  appropriation. 

But  a  banker  has  no  lien  over  securities  placed  in  his  hands 
for  a  special  purpose.  As,  for  instance,  if  Exchequer  bills  be 
handed  to  him  in  order  that  he  may  receive  the  interest  on  them, 
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and  get  them   exchanged   for   fresh    bills.     So,  if  a  customer 

requests  liis  banker  to  procure  for  him  a  £1,000  bank  post  bill, 
and  places  notes  in  bis  bands  for  that  special  purpose,  the  banker 
has  no  right  to  retain  or  apply  them  to  any  other  purpose,  unless 
be  expressly  states  that  be  receives  them  only  subject  to  bis 
lien. 

In  both  these  eases,  by  receiving-  the  customer's  securities, 
the  banker  undertakes  to  do  what  be  is  requested,  and  such  an 
undertaking  is  quite  inconsistent  with  the  notion  of  a  lien. 

So  a  banker  has  no  lien  for  an  antecedent  debt  on  securities 
left  with  him,  upon  his  customer  applying  for  a  fresh  advance, 
which  was  refused;  and  if,  on  a  deposit  of  securities,  they  be 
specially  appropriated  to  a  debt  then  due,  the  banker  has  no 
lien  on  them  for  any  excess  that  may  afterwards  occur  on 
another  account. 

The  customer  of  a  Banking  Company  held  a  number  of  shares 
in  the  Company  in  his  own  right.  He  was  also  a  trustee  of  a 
fund,  a  portion  of  which  was  invested  in  his  name  in  the  same 
Company's  shares.  But  there  was  no  distinguishing  mark 
between  the  shares  he  held  in  these  two  capacities.  The 
customer  was  indebted  to  the  Company,  and  agreed  to  assign  a 
certain  number  of  the  Company's  shares  to  them  as  security, 
but  no  transfer  was  ever  made.  He  then  became  bankrupt,  not 
having  sufficient  shares  at  the  time  to  satisfy  the  trust,  and  also 
to  execute  the  assignment  to  the  Company.  It  was  held  that 
the  Company  had  no  lien  on  any  of  the  shares  the  customer 
held  as  trustee,  the  equity  of  the  cestuis  qui  trustent  prevailing 
over  the  equity  of  the  Company.  But  the  Company  had  an 
equitable  lien  over  all  the  shares  which  the  customer  held  in  his 
own  right,  as  against  his  assignees. 

A  Joint  Stock  Banking  Company  has  no  lien  over  the  shares 
of  one  of  their  shareholders,  Avho  may  be  indebted  to  them  as  a 
customer,  to  prevent  him  selling  and  transferring  the  same  before 
the  accounts  between  them  are  settled,  even  though  the  deed  of 
settlement  provides  that  they  have  the  right  to  object  to  a 
transfer  of  the  shares;  unless  the  deed  expressly  provides  that 
the  Company  should  have  a  lien  on  the  shares  of  such  of  their 
shareholders  as  should  be  customers  and  indebted  to  them,  and 
that  no  shares  should  be  transferred  without  the  consent  of  the 
directors. 

In  such  a  Company,  where  an  abstract  of  these  rules  was 
indorsed  on  the  certificate  of  each  share,  it  was  held  that  the 
lien  of  the  bank  prevailed  against  the  right  of  the  assignees. 

A  trust  fund  was  kept  at  a  bank  in  the  names  of  the  trustees. 
One  of  the  Vistula  qui  trust*  id  was  indebted  to  the  bank  on  an 
Over-drawn  account.  As  security  for  this,  he  agreed  to  assign 
to    the    bank    his    share   of  the    trust    fund,  and    he   addressed  a 

letter  to  one  of  (he  irustecs,  authorising  and  requesting  him  to 


252     THEORY  AND  PRACTICE  OF  BANKING. 

pay  to  his  credit  such  sums  as  might  be  found  to  be  due  to  him 
out  of  the  trust  fund.  This  was  held  to  give  the  banker  a  lien 
upon  that  portion  of  the  trust  fund. 

A  banker  held  short  bills  for  his  customer,  who  drew  in  ad- 
vance. The  banker  did  not  charge  interest  on  the  advance,  but, 
selecting  such  of  the  bills  as  were  nearest  the  amount,  discounted 
these  for  his  customer  in  the  usual  way,  but  without  any  special 
agreement  for  that  purpose.  This  in  no  way  invalidated  the 
banker's  general  lien  upon  all  other  bills  he  held  besides  those 
he  discounted. 

A  customer,  entitled  to  one  third  part  of  freehold  land  in  his 
own  right,  and  to  another  third  part  as  heir-at-law  to  his  brother, 
deposited  the  title  deeds  with  his  banker  as  security  for 
advances.  The  personal  property  of  the  brother,  who  was  a 
trader,  was  sufficient  to  discharge  his  debts,  and  his  third  of 
the  land  became  assets  for  the  payment  of  his  debts,  by  Statute 
then  in  force.  It  was  held  that  the  banker's  lien  prevailed 
over  both  thirds  of  the  property,  in  preference  to  the  claims  of 
the  creditors. 

A  banker  has  no  lien  on  the  balance  of  a  partner  on  his  sepa- 
rate account,  for  a  debt  due  on  the  partnership  account. 

The  rule  is  absolute  that  a  banker  has  a  general  lien  upon  all 
paper  securities  placed  in  his  hands  by  his  customers,  without 
being  appropriated  to  any  specific  purpose,  for  any  balance  that 
may  be  due  to  him.  But  if  he  takes  a  security  payable  at  a 
future  day,  his  lien  is  gone.  For  taking  the  security  payable 
at  a  distant  day,  is  payment  pro  tempore,  and  an  extinction  of 
that  debt;  and  no  new  debt  arises  until  default  is  made  in 
payment  of  the  new  security. 

The  Bankruptcy  of  a  Customer — Set-off  and  Mutual 
Ckedit. 

16.  Directly  a  customer  becomes  bankrupt,  he  is  commercially 
dead,  and  he  has  lost  all  power  to  deal  with  his  property,  which 
is  gone  to  his  creditors. 

Consequently,  a  banker  may  receive  money  on  a  bankrupt 
customer's  account,  because  he  does  so  as  trustee  for  the  credi- 
tors ;  but  he  must  not  pay  away  any  money  to  his  customer's 
order,  and  if  he  does  so,  he  will  have  to  refund  it  to  the  creditors. 

If  security  be  proposed  to  be  given  to  the  banker  for  a  debt, 
and  if,  after  instructions  be  given  to  prepare  the  assignment,  but 
before  the  execution  of  it,  the  customer  becomes  bankrupt,  the 
banker  loses  the  benefit  of  the  assignment. 

He,  however,  may  retain  any  security  he  actually  holds  for 
any  debt  to  which  it  is  specially  appropriated,  but  he  is  the 
trustee  of  the  creditors  for  any  excess. 

If  the  assignees  of  a  bankrupt  open  an  account  with  a  banker 
in  their  joint  names,  they  are  not  partners,  so  that  payment  to 
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one  is  payment  to  all.  He  cannot  pay  one  without  the  consent 
of  the  others.  So,  where  a  banker  paid  a  cheque  signed  truly 
by  one  assignee,  but  the  signature  of  the  other  was  forged,  he 
was  held  liable  to  pay  again. 

If  a  banker  has  notice  that  a  customer  has  committed  an  act 
of  bankruptcy,  even  though  it  be  not  the  one  on  which  the  fiat 
is  founded,  and  pay  his  cheques,  he  will  have  to  refund  the 
money,  and  will  not  be  allowed  to  prove  for  the  amount. 

If  a  banker,  knowing  that  a  customer  has  committed  an  act  of 
bankruptcy,  take  a  guaranty  from  a  surety,  who  is  ignorant-of 
the  fact  of  the  customer  having  committed  this  act  of  bank- 
ruptcy, to  secure  sums  then  due  and  to  become  due,  from  the 
customer,  and  the  surety  afterwards  pay  the  sum  without 
specifying  to  which  portion  of  the  debt  the  payment  was  to  be 
appropriated,  the  payment  will  be  applied  to  that  part  of  the  debt 
which  was  proveable  under  the  fiat,  and  not  that  which  was 
not  so. 

If  a  banker,  after  a  customer  has  committed  an  act  of  bank- 
ruptcy, accept  a  bill  for  him,  having  in  his  hands  a  sum  partially 
sufficient  to  meet  the  bill,  and  the  remainder  for  his  accommo- 
dation, the  holder  of  the  bill  can  only  receive  from  the  banker 
so  much  of  the  bill  as  was  for  the  customer's  accommodation, 
the  remainder  belongs  to  the  assignees. 

So,  if  a  banker  accept  a  bill  for  the  accommodation  of  his 
customer,  for  the  payment  of  which  he  lodges  funds,  after 
committing  an  act  of  bankruptcy,  but  before  fiat,  is  sued,  and  the 
bill,  when  due  after  the  fiat,  is  paid  by  the  banker,  he  must 
refund  to  the  assignee. 

1 1.  Set-off  and  Mutual  Credit.  By  the  common  law  of  England, 
if  two  persons  were  mutually  indebted,  and  one  brought  an 
action  against  the  other  for  payment  of  his  debt,  the  other  could 
not  plead  that  the  first  was  also  indebted  to  him ;  he  was  required 
to  pay  his  debt  first,  and  then,  if  he  pleased,  he  might  bring  an 
action  to  recover  payment  of  his  own  debt. 

The  Courts  of  Equity,  however,  recognised  the  practice  that 
when  two  parties  Avere  mutually  indebted,  the  debt  of  one  should 
be  set  off,  or  subtracted  from  the  other,  and  the  balance  only 
should  be  held  to  be  payable.  The  want  of  this  practice  in  law 
was  found,  as  commerce  increased,  to  be  productive  of  great 
injustice  in  the  case  of  bankrupts.  Persons  who  owed  anything 
to  bankrupts  were  obliged  to  pay  their  debts  to  them  in  full, 
and  then  they  received  only  a  dividend  on  what  the  bankrupt 
owed  them. 

The  practice  of  set-off  was  allowed  in  the  case  of  bankrupts 
by  Statute  4  Anne,  c.  17,  and  afterwards  in  the  Insolvent 
Debtors'  Act, 

At  last  two  general  Statutes  were  passed,  2  Geo.  II.,  c.  22,  s.  1 3, 
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and  8  Geo.  IT.,  c.  24,  s.  1,  called  the  Statutes  of  Set-off,  which 
gave  a  general  right  of  set-otf  in  the  case  of  mutual  debts;  that 
is,  in  the  case  of  ascertained  money  demands. 

But,  under  these  Statutes,  the  respective  claims  must  he  ex- 
isting legal  debts;  hence  a  debt  could  not  be  setoff  against 
damages  sought  to  be  recovered  in  an  action;  as,  if  a  banker  had 
damaged  his  customer's  credit  by  his  conduct,  a  debt  owed  to 
him  by  his  customer  could  not  be  set  off  against  it.  Nor  can  a 
debt  barred  by  the  Statute  of  Limitations  be  set  off  against  an 
existing  one.  Nor  by  these  Statutes  could  a  debt,  only  to  arise 
at  a  future  time,  as  on  a  bill  or  note  not  yet  due,  be  set  off  against 
an  existing  debt. 

The  debts,  therefore,  must  be  due  and  payable  at  the  time  of 
the  action,  and  also  at  the  time  of  plea  pleaded,  and  also  at  the  trial. 

The  debts  also  must  be  strictly  mutual;  hence,  if  a  firm  sue 
for  a  partnership  debt,  a  debt  due  from  some  of  the  firm  cannot 
be  set  off.  If  a  firm  be  sued,  they  cannot  set  off  debts  due  to 
some  of  them.  One  partner,  however,  may  settle  a  debt  to  the 
partnership  by  setting  off  against  it  a  debt  due  from  himself. 

The  Statutes  only  permit  set-off  in  the  case  of  mutually  existing 
legal  debts.  But  the  Bankrupt  Act  goes  further,  it  allows  the 
set-off  of  mutual  credit,  as  well  as  of  mutual  debts;  and  mutual 
credit  is  more  extensive  than  mutual  debt. 

There  is  mutual  credit,  though  one  of  the  debts  constituting 
it  be  not  due,  as  in  the  case  of  a  bond,  or  bill,  or  note,  payable 
at  a  future  time. 

Hence,  if  a  banker  is  the  indorsee  of  the  bill  of  a  bankrupt 
acceptor  or  indorser,  and  the  acceptor  or  indorser  holds  an 
equivalent  amount  of  the  banker's  notes,  payable  on  demand, 
there  is  mutual  credit,  and  the  banker  may  set  off  one  against 
the  other. 

A  bill  accepted  for  the  accommodation  of  a  bankrupt  is  within 
the  mutual  credit  clause,  and  may,  under  the  Bankrupt  Act,  be 
set  off  against  a  demand  by  the  assignees  for  money  had  and 
received  to  their  use  after  the  bankruptcy. 

If  a  banker,  however,  or  other,  commit  a  breach  of  trust,  as 
if  he  receives  bills  or  notes  with  orders  to  apply  their  proceeds 
to  a  particular  purpose,  and,  instead  of  doing  so,  convert  them 
to  his  own  use,  he  could  not  plead  set-off 

Mutual  credit  does  not  destroy  a  lien. 

Under  the  Bankrupt  Act,  a  set-off  is  available  in  all  actions, 
whether  for  debt  or  damages. 

Under  the  term  mutual  credit — the  credit  need  not  necessarily 
be  given  in  money.  Thus,  if  goods  be  deposited  with  the  power 
and  authority  to  convert  them  into  money,  that  may  be  pleaded 
as  set-off.  Thus  the  mutual  credit  must  be  such  as  was  intended 
to  terminate  in  a  debt.  This  is  manifestly  the  same  principle  as 
applies  to  bills  and  notes  not  yet  due. 
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Mutual  credit  must  exist  between  the  bankrupt  and  the  other 
party;  therefore,  where  the  defendant  promised  to  indorse  a  bill 
to  the  bankrupt,  in  consideration  of  his  acceptance,  it  was  held 
not  to  be  mutual  credit. 

Of  Securities   given    by   third  parties   to   Bankers   to   secure 
,nlr., inces  to  their  Customers. 

18.  We  have  now  given  what  appears  to  us  to  be  necessary  to 
explain  the  relations  between  a  banker  and  his  customer,  and 
securities  given  by  the  customer;  we  have  now  to  consider  the 
case  where  securities  of  all  sorts  are  given  by  strangers  to 
1  tankers  on  behalf  of  their  customers,  which  are  of  considerable 
importance,  and  are  much  more  strictly  interpreted  than  secu- 
rities given  by  the  customer  himself. 

The  general  rule  is  this: — That  if  a  person  gives  a  guaranty 
to  a  banking  firm  to  secure  advances  made,  or  to  be  made,  to 
another  firm  as  customers,  if  any  change  whatever  take  place  in 
either  firm,  either  from  death,  or  the  withdrawal  of  any  partner, 
or  the  adoption  of  a  new  one,  the  guaranty  then  ipso  facto 
ceases  to  operate  as  to  any  new  transactions,  but  it  holds  good 
as  to  any  which  had  commenced,  though  not  been  completed 
before  the  change,  as,  for  instance,  to  bills  accepted,  discounted. 
or  negociated,  before  the  change,  but  which  did  not  become 
payable  till  after  it. 

This  doctrine,  which  was  established  by  numerous  decisions, 
was  enacted  by  19  and  20  Vict.,  c.  97,  s.  4  : — 

"  No  promise  to  answer  for  the  debt,  default,  or  miscarriage 
of  another,  made  to  a  firm  consisting  of  two  or  more  persons,  or 
to  a  single  person  trading  under  the  name  of  a  firm;  and  no 
promise  to  answer  for  the  debt,  default,  or  miscarriage  of  a  firm 
consisting  of  two  or  more  persons,  or  of  a  single  person  trading 
under  the  name  of  a  firm,  shall  be  binding  on  the  person  making 
such  promise,  in  respect  of  anything  done  or  omitted  to  be  done, 
after  a  change  shall  have  taken  place  in  any  one  or  more  of  the 
persons  constituting  the  firm,  or  in  the  person  trading  under  the 
name  of  a  firm,  unless  the  intention  of  the  parties,  that  such 
promise  shall  continue  to  be  binding,  notwithstanding  such 
change,  shall  appear,  either  by  express  stipulation,  or  by  neces- 
sary implication  from  the  nature  of  the  firm,  or  otherwise." 

If  it  lie  the  intention,  therefore,  that  the  guaranty  should  be 
a  continuing  security,  notwithstanding  any  change  in  either  or 
both  of  the  firms,  such  a  stipulation  should  he  fully  set  forth  in  it. 

If  any  change,  therefore,  whatever  take  place,  either  in  the 
firm  to  whom  or  for  whom  the  guaranty  is  given,  it  is  instantly 
annulled.  The  same  thing  takes  place  if  the  hanking  linn  to 
whom  it  is  given  does  anything,  however  slight,  to  depart  from 
or  vary  the  contract,  for  there  is,  in  fact,  a  new  contract,  to  which 
the  guarantor  has  never  consented.      If,  however,  what  the  banker 
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has  done  is  merely  in  excess  of  the  guaranty,  and  does  not  vary 
from  it,  or  if  it  is  merely  taking  an  additional  security,  that  does 
not  vacate  the  guaranty.  Sometimes  it  is  a  nice  point  to  deter- 
mine whether  what  the  banker  has  done  is  a  variance  of  the 
contract  between  him  and  the  guarantor,  or  whether  it  is  the 
taking  of  an  additional  security. 

Difficulties  on  this  point  frequently  arise  when  the  banker 
gives  time  to  the  principal  debtor. 

If  a  joint  and  several  bond  be  taken  by  way  of  security,  time 
given  by  parole  to  the  debtor  is  no  answer  at  law  by  an  obligor 
who  is  surety,  whatever  there  may  be  in  equity. 

But  if  there  be  an  absolute  discharge  to  one  or  several  joint 
obligors,  all  are  discharged;  or  if  the  obligee  releases  one,  and 
the  other,  in  consideration  of  the  forbearance,  engages  to  pay 
the  debt,  such  engagement  has  no  effect,  and  the  debt  is  ex- 
tinguished. 

If  one  surety  executes  a  deed  on  the  understanding  that  a 
second  surety  is  to  execute  it  jointly  with  him  and  the  customer, 
and  if  the  second  surety  does  not  execute  it,  and  money  is 
advanced  to  the  customer  while  the  first  surety  is  in  ignorance  of 
the  fact  that  the  second  intended  co-obligant  did  not  execute  it, 
and  the  customer  become  bankrupt,  the  first  surety  will  be  dis- 
charged from  all  liability,  and  the  bond  given  up  to  him  to  be 
cancelled. 

A  mere  forbearance  to  sue  the  principal  debtor  will  not 
discharge  the  sureties,  it  must  be  some  contract  binding  in  law. 
Thus,  for  instance,  if  a  banker  were  to  take  a  new  bill  from  a 
debtor  in  substitution  of  the  old  one,  that  would  discharge  the 
indorsers,  as  taking  the  new  one  is  a  satisfaction  and  discharge 
of  the  old  one.  It  would  not  be  so,  however,  if  the  new  one 
were  taken  as  mere  collateral,  or  additional,  security. 

W.  Jones,  who  was  an  attorney,  and  the  professional  adviser 
of  certain  bankers,  and  kept  an  account  with  them,  gave  them 
the  following  guaranty: — 

"  Henry  Bowers'*  Mill  Account. 

"  Please  to  open  an  account  with,  and  honour  the  cheques 
of,  Mr.  H.  Bowers,  on  '  Mill  Account, '  for  whom  I  will  be 
responsible. 

"  W.  Jones. 
"  Carmarthen,  January  4,  1825." 

The  bankers,  on  receiving  this  guaranty  opened  an  account 
with  Bowers,  and  made  advances  to  him  till  February,  1827, 
and  then  ceased  the  account.  In  February,  1828,  they  took 
Bowers'  acceptance  at  3  months  for  the  amount  of  the  balance 
due  to  them,  which  was  dishonoured  at  maturity.  In  1832  they 
became  bankrupts,  and,  in  an  action  by  their  assignees  against 
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Jones,  it  was  held  that  the  bankers,  by  taking  Bowers'  accep- 
tance, had  discharged  the  guarantor. 

On  the  14th  February,  1850,  a  person  gave  a  guaranty  to  a 
bank  to  secure  the  sum  of  £1,000  then  due,  or  what  might 
become  due,  from  a  customer,  providing  that  if  he,  the  guarantor, 
should  give  notice  in  writing  to  the  bank  determining  the 
guaranty,  he  should  not  be  liable  for  any  sums  advanced  after 
that  notice.  The  customer's  debt  having  reached  £1,300,  he 
executed  a  warrant  of  attorney  to  confess  judgment  for  £2, GOO, 
subject  to  defeasance  on  payment  of  the  balance  of  £1,300,  and 
that  the  warrant  of  attorney  should  in  no  way  affect  the  guaranty. 
This  was  dated  19th  March,  1851,  and  at  the  same  time  an 
agreement  was  made  between  the  banker,  guarantor,  and 
customer,  that  the  original  guaranty  should  not  be  affected  by 
the  warrant  of  attorney,  and  that  all  sums  received  under  it 
should  be  applied  towards  the  reduction  of  the  debt  before  the 
guarantor  should  be  called  upon ;  and  that  the  bank  should  be 
bound  to  levy  execution  on  receiving  notice  in  writing  from  the 
guarantor.  The  warrant  of  attorney  was  not  filed  pursuant  to 
Statute  12  &  13  Vic,  c.  105.,  s.  136,  but  judgment  on  it  was 
entered  up  on  the  24th  of  March,  1851.  On  the  25th  August, 
1851,  the  guarantor  duly  required  the  bank  to  levy  execution, 
which  was  done,  and  the  debt  to  the  bank  was  discharged.  Soon 
after  the  customer  became  bankrupt,  and  his  assignees  brought 
an  action  to  recover  the  sum  levied  under  the  execution  by 
reason  of  the  provisions  of  the  Statute  not  having  been  complied 
with,  and  succeeded.  The  bank  proved  under  the  bankruptcy, 
and,  having  received  a  dividend,  sued  the  guarantor  for  the 
balance,  but  it  was  held  that  the  guarantor  was  discharged  in 
consequence  of  the  laches  of  the  banker  in  not  complying  with 
the  provisions  of  the  Statute. 

A  customer,  as  secui'ity  for  an  overdrawn  account,  gives  his 
banker  a  joint  note  at  twelve  months,  signed  by  himself  and 
another,  dated  14th  April,  1813.  In  January,  1815,  he  com- 
pounded with  his  creditors  for  10s.  in  the  pound.  The  note  had 
been  given  with  the  express  understanding  that  the  surety  was 
not  to  be  answerable  for  longer  than  the  12  months.  He  never 
had  any  application  for  paymenl  before  the  composition.  The 
banker  had  indorsed  away  the  note,  and  in  1810  the  indorsee 
demanded  payment  of  the  note.  The  surety  took  no  notice  of 
the  application.  Some  months  afterwards,  the  uote  having  conic 
back  to  the  banker, he  sued  the  customer,  and  the  Court  held  he 
was  not  discharge!  1. 

Ajoint  promissory  note,  at  one  month,  by  A  and  B  was  given 
to  a  banker,  to  secure  an  adyance  to  A.  After  it  became  due, 
it  was  agreed  between  A  and  the  banker,  withoul  the  knowledge 
of  B,  that  A  should  execute  a  warrant  of  attorney  to  another 
person,  as  trustee  for  the  banker,  to  secure  the  amount  of  the 
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note,  and  further  advances.  It  was  held  that  this  did  not  dis- 
charge B,  as  there  was  no  time  agreed  to  be  given  in  it,  and  the 
note  did  not  merge  in  the  warrant  of  attorney,  being  between 
different  parties.  This  was  merely  a  case  of  additional  colla- 
teral security. 

In  the  case,  however,  of  an  Act  of  Parliament,  the  provisions 
of  which  are  inconsistent  with  the  allowance  of  a  delay  to  sue 
a  surety,  if  time  be  given  to  a  principal,  though  not  by  contract, 
the  surety  will  be  absolved. 

A  guaranty  will  also  be  void  if  the  banker  suppress  any 
material  fact,  either  wilfully  or  by  negligence,  which  the 
guarantor  ought  to  have  known,  and  which  might  have 
influenced  his  judgment  as  to  becoming  guarantor.  And  though, 
if  the  questions  are  asked,  the  banker  is  not  bound  to  volunteer 
information  as  to  his  customer's  account  and  manner  of  dealing, 
still,  if  the  questions  are  asked,  and  the  banker  misrepresents  the 
facts,  the  guaranty  will  be  vitiated. 

A  bank  agreed  to  advance  £2,600  to  A  on  the  security  of  a 
mortgage,  and  a  joint  and  several  promissory  note  of  A  and  a 
surety.  At  the  time  of  signing  this  note  A  already  owed  the 
bank  £800,  and  it  was  falsely  stated  in  the  recital  in  the 
mortgage  deed,  which  was  read  over  to  the  surety  and  A,  that 
a  policy  of  insurance  already  deposited  with  the  bank  for  £1,500 
to  cover  this  debt,  would  be  available  as  collateral  security  for 
the  £2,600,  as  the  £800  had  been  repaid.  In  fact,  the  £800  had 
not  been  paid,  but  it  was  agreed  that  it  should  be  paid  out  of 
the  £2,600.  Although  this  misstatement  did  not  prejudice  the 
surety,  it  was  held  to  vitiate  the  guaranty,  and  he  was  released. 

Richard  Cox  was  in  co-partnership  with  the  Morells  as  a 
banker,  and  in  partnership  with  Davies  to  work  a  colliery. 
Cox  and  Davies  being  indebted  to  Cox  and  Morell,  the  latter 
agreed  to  make  a  further  advance  to  them  on  condition  that 
John  Cox,  the  brother  of  Richard,  became  security  to  the 
amount  £3,000.  John  agreed  to  execute  a  joint  and  several 
bond  as  surety,  with  Richard,  to  the  Morells.  John  executed  the 
bond,  but  Richard  did  not.  Sometime  afterwards  Richard  left 
the  partnership,  and  it  was  held  that  John,  the  surety,  was 
released  from  the  bond  in  consequence  of  its  non-execution  by 
Richard,  the  principal  debtor. 

The  two  brothers  also  signed  joint  promissory  notes  to  the 
bank  of  Cox  and  Morell,  which  were  expressed  to  be  made  for 
value  received  by  drafts  at  three  months'  date,  to  enable  Richard 
to  meet  some  bills.  The  advances,  however,  were  made  directly 
in  cash,  and  not  by  drafts  at  three  months.  It  was  held  in  this 
case,  too,  that  the  surety  was  released,  as  the  contract  had  been 
materially  varied,  and  the  rights  of  the  creditor  against  the  prin- 
cipal debtor  were  materially  different  from  that  expressed  in  the 
notes. 
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On  the  1st  January,  1838,  a  surety  gave  a  joiut  note  with  a 
customer  for  £500,  payable  to  the  banker  on  demand,  with 
interest.  The  note  was  not  entered  in  his  books.  On  the 
12th  November,  1841,  the  customer  had  a  debit  balance  of  about 
£96.  On  the  9th  of  December,  1841,  the  banker  gave  credit  to 
his  customer  for  the  £500  as  of  the  date  of  the  12th  November. 
In  1843  the  customer  became  bankrupt,  owing  the  bank  more 
than  £500.  It  was  held  that  these  proceedings  released  the 
surety,  as  not  being  in  accordance  with  the  intentions  of  the 
parties.  The  note  was  given  to  cover  a  floating  balance, but  instead 
of  that,  the  surety  was  at  once  made  liable  for  the  whole  £500. 

A  and  B  entered  into  a  joint  bond  to  a  banking  Company  to 
secure  advances  to  B.  Some  time  afterwards,  the  Company 
released  B,  their  customer,  by  deed  from  all  causes  of  action, 
suits,  debts,  sum  and  sums  of  money,  claims  and  demands  what- 
soever at  law  and  in  equity.  The  deed  provided  that  nothing 
contained  in  it  should  prevent  them  suing  any  one  who 
might  be  jointly  bound  with  their  customer.  The  deed  was 
made  without  the  knowledge  of  A.  It  was  held  that  it  did  not 
discharge  A,  and  that  it  did  not  operate  as  a  release,  but  as  a 
covenant  not  to  sue,  and  that  A  was  liable  for  breaches  com- 
mitted before  the  execution  of  it. 

A  banking  company  agreed,  upon  receiving  a  guaranty  from  a 
person,  to  advance  a  certain  sum,  to  enable  a  trader  to  compound 
with  his  creditors,  and  carry  on  his  business.  At  the  same  time, 
being  themselves  creditors  of  the  trader,  they  secretly  agreed 
with  him  and  others  to  secure  themselves  payment  of  their  own 
debt  in  full.  The  guaranty  was  set  aside  in  equity  as  a  fraud 
upon  the  guarantor  and  the  creditors. 

Hence,  when  a  banker  takes  a  guaranty  from  a  third  person 
on  behalf  of  a  customer,  he  must  take  great  care  that  no  materia] 
fact  be  concealed  from  the  guarantor,  and  that  the  course  of 
dealing  between  him  and  his  customer  follows  the  guaranty 
strictly  to  the  very  letter.  If  a  bnnker  is  asked  to  assent  to  a 
composition  deed  by  his  customer,  on  behalf  of  his  creditors,  he 
must  first  obtain  the  assent  of  that  customer's  guarantors,  or 
they  will  be  discharged. 

Sometimes  a  trust  will  override  a  banker's  righl  to  the  security, 
though  the  banker  had  no  knowledge  of  the  trust. 

An  executor  and  trustee  under  a  will  lends  the  trust  money 
to  a  third  party,  taking  his  note  payable  to  himself  only.  Be- 
coming embarrassed,  he  indorses  the  note  over  to  his  banker, 
who  was  also  banker  to  the  maker  of  the  note,  as  security  for 
advances.  The  banker  knew  nothing  of  the  trust,  but  lie  was 
not  allowed  to  retain  the  note,  or  its  proceeds,  against  the  cestui 
qui  trust  of  the  executor,  because  the  latter  had  only  an  equit- 
able title  to  the  note,  and  he  could  no1  convey  more  than  lie 
possessed  himself  to  the  hanker. 

s   2 
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If  the  above  note  had  been  given  by  the  maker  for  money 
lent  by  the  executor  in  his  own  right,  and  the  maker  had  after- 
winds*  became  a  creditor  of  the  executor  for  goods  sold  to  him 
in  his  own  right,  the  set-off  of  the  maker  would  have  prevailed 
over  the  banker's  lien  on  the  note. 

If  a  surety  concur  in  and  ratify  an  arrangement  between  a 
banker  and  his  principal  debtor,  he  will  not  be  discharged  by 
such  arrangement. 

In  guaranties  by  simple  contract,  made  before  the  29th  July, 
I  So 6,  it  is  necessary  that  the  consideration  for  the  guaranty 
appear  on  the  face  of  it,  or  must  be  capable  of  being  discovered 
from  the  words,  by  the  aid  of  the  circumstances  in  which  it  was 
given. 

Since  that  date,  however,  by  Statute  19  and  20  Vict.,  c.  97, 
s.  3,  this  is  no  longer  necessary.  Such  an  undertaking,  even  by 
simple  contract,  is  sufficient  if  it  be  "  in  writing,  and  signed  by 
the  party  to' be  charged  therewith,  or  some  other  person  by  him 
thereunto  lawfully  authorised." 

Difficulties  about  guaranties  sometimes  arise  about  the  stamp. 
It  is  very  common  to  give  guaranties  in  the  form  of  a  promissory 
note,  signed  by  the  parties,  with  a  memorandum  indorsed  on  it 
by  the  same  parties,  stating  the  purpose  for  wdiich  it  is  given, 
namely,  as  a  security  to  cover  floating  advances  to  a  customer, 
such  a  document  is  an  agreement,  and,  if  above  £20,  requires  an 
agreement  stamp,  and  if  not  duly  stamped  cannot  be  received  in 
evidence. 

A  promissory  note  containing  in  the  body  of  it  a  memorandum 
of  the  deposit  of  title  deeds  as  collateral  security,  requires  a 
mortgage  stamp. 

If  a  joint  promissory  note,  signed  simply  by  the  customer  and 
his  sureties,  payable  on  demand,  for  a  given  sum,  be  given  to  the 
banker,  without  any  memorandum,  it  is  very  doubtful  whether 
time  given  to  the  customer  would  discharge  the  sureties :  there 
being  no  specific  agreement  with  the  banker  to  take  it  from  the 
others  simply  as  sureties  ;  it  is  better,  in  all  cases,  to  let  the 
sureties  know  that  they  will  be  treated  as  principals,  if  necessary. 

The  customer  of  a  bank  got  B  to  join  him  in  a  promissory 
note  to  secure  his  balance.  When  it  became  due  there  was  a 
balance  against  the  customer,  but  a  few  days  afterwards  the  sum 
at  his  credit  greatly  exceeded  the  note.  In  an  action  against  B 
it  was  maintained  that  the  note  had  been  paid,  or  that  as  B 
signed  only  as  surety,  the  time  given  to  the  customer  discharged 
the  surety.  The  Court,  however,  held  that  where  two  persons 
give  a  joint  and  several  promissory  note  for  the  debt  of  one,  it 
is  necessary,  in  order  that  the  other  may  have  the  rights  of  a 
surety  as  against  the  creditoi",  that  the  creditor  should  agree  to 
receive  him  in  that  capacity  only.  That  mere  forbearance  to 
sue  is  not  "  giving  time,"  and  that  the  banker  was  not  bound  to 
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appropriate  the  balance  on  the  customer's  account  to  the  payment 
of  the  note  so  as  to  discharge  B  from  his  liability. 

A  banker  took  a  joint  and  several  promissory  note  from  a 
customer  and  surety,  to  secure  advances.  The  customer  paid 
into  his  account  sums  exceeding  the  note,  but  drew  out  more, 
and  became  bankrupt.  The  surety  was  held  liable,  and  he  could 
not  insist  that  the  payments  should  be  appropriated  in  discharge 
of  the  note. 

A  joint  and  several  covenant  was  entered  into  by  a  principal 
and  his  surety,  that  the  principal  should  repay  a  sum  advanced, 
by  three  instalments,  with  interest,  on  certain  days.  The  first 
instalment  was  paid,  and  then  the  surety  became  bankrupt.  It 
was  held  that,  under  12  and  13  Vict.,  c.  106,  s.  178,  the  creditor 
might  prove  for  the  two  unpaid  instalments,  as  a  contingent 
liability. 

On  the  Appropriation  of  Payments.  . 

19.  A  customer  keeps  a  running  account  with  a  banking  part- 
nership. In  the  course  of  it  one  partner  dies,  but  the  customer 
goes  on  dealing  with  it  in  the  usual  way.  The  bankers  become 
bankrupt.  It  was  held  that  the  whole  was  one  account,  and  that 
the  earlier  payments  were  to  be  set  off  against  the  earlier  receipts, 
in  the  absence  of  any  intimation  from  the  customer  that  he 
meant  to  depart  from  the  usual  mode  of  dealing. 

If  a  customer  keeps  several  distinct  accounts  with  a  banker, 
and  is  indebted  to  him,  he  has  the  right  to  say  to  which  of  them 
any  money  he  pays  in  shall  be  appropriated.  But  if  he  makes 
a  payment  generally,  the  banker  has  a  right  to  appropriate  it  to 
which  he  pleases,  and  may  take  reasonable  time  to  determine 
which. 

A  banker  made  large  advances  to  a  customer,  partly  on  legal 
and  partly  on  illegal  transactions.  The  customer  made  payments 
to  account  generally,  without  any  specific  appropriation.  It 
was  held  that  the  payments  were  to  be  applied  to  the  extinct  ion 
of  the  earlier  items  of  the  account,  and  to  the  legal,  and  not  to 
the  illegal,  ones. 

Acts  done  by  one  of  several  Partners. 

20.  If  one  partner  in  a  bank  deals  in  a  fraudulent  way  with  the 
securities  of  a  customer,  the  linn  will  be  liable.  So  also,  if  one 
member  of  a  banking  firm  collude  with  a  member  of  a  trading 
tii-in  in  transactions  connected  with  the  business  of  the  bank,  the 
banking  linn  will  be  made  liable  in  damages  to  the  trading  firm. 

One  of  several  partners  in  a  banking  linn  drew,  in  his  own 
name,  a  bill  upon  a  third  party,  who  accepted  it  on  the  condition 
that  the  drawer  should  provide  lor  it  when  due.  rl  nis  was  held 
to  bind  the  (inn,  and  they  were  not  allowed  to  sue  the  acceptor, 
because  the  partner  had  not  fulfilled  the  condition. 
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Two  navy  agents  in  partnership  purchased  an  annuity  for  a 
customer.  One  of  them,  without  the  knowledge  of  the  other, 
guaranteed  the  punctual  payment  of  the  annuity.  This  was  held 
to  bind  both. 

One  partner,  however,  cannot  bind  the  partnership  by  deed 
without  having  express  authority. 

A  banking  firm  sold  Exchequer  bills  improperly,  and  applied 
the  proceeds  to  the  use  of  the  house.  Some  months  afterwards 
one  of  the  firm  dies.  It  was  held  that  this  was  a  partnership 
debt,  and  that  the  estate  of  the  deceased  partner  was  liable. 

So,  where  stock  was  sold  in  breach  of  trust,  and  the  proceeds 
applied  to  the  use  of  the  house,  it  was  held  that  the  creditors 
were  entitled  to  pi*oceed  against  the  estate  of  a  deceased  partner, 
either  for  a  debt  or  to  have  the  stock  replaced,  and  the  same 
would  be  the  case  if  the  stock  stood  in  the  name  of  one  partner 
only. 

But  if  the'act  is  not  within  the  scope  of  banking  business,  the 
other  partners  will  not  be  liable. 

One  of  a  banking  firm  advised  a  lady,  a  customer,  to  dispose 
of  certain  bonds,  and  place  the  proceeds  on  better  security,  and 
suggested  that  the  money  should  be  lent  to  his  son.  She 
accordingly  gave  the  partners  a  cheque  on  the  bank  for  the 
amount,  and  received  in  return  the  partner's  promissory  note 
and  guaranty  for  repayment.  On  the  partner  absconding,  and 
the  security  failing,  it  was  held  that  the  other  partners  were  not 
liable,  as  it  was  not  a  banking  transaction. 

Where,  however,  the  person  who  committed  a  fraud,  somewhat 
similar  to  the  above,  was  the  acting  manager  of  the  bank,  and 
he  made  the  customer  believe  he  was  acting  for  the  bank,  the 
bank  was  held  liable. 

Change  of  Firm. 

21.  If  any  change  take  place  in  the  firm,  either  by  death,  with- 
drawal, or  the  addition  of  a  new  partner,  there  is,  in  fact,  a  new 
commencement  of  business,  and  the  accounts  between  the  old 
firm  and  their  customers  should  be  settled  and  transferred  to 
the  new  firm.  The  retiring  partner  ought  to  obtain  a  release 
from  all  debts  existing  at  the  time  of  his  retirement,  otherwise 
he  may  continue  liable  for  them. 

A  customer  may  go  on  dealing  with  the  ucav  firm  without 
taking  particular  notice  of  the  change.  This  will  not  constitute, 
by  itself,  sufficient  evidence  of  his  assent  to  transfer  the  credit 
to  the  new  firm,  to  the  release  and  discharge  of  the  old.  And 
the  new  house  will  be  bound,  in  default  of  special  directions,  to 
appropriate  payments  in  liquidation  of  the  balances  due  to  the 
old  firm, 

Very  much  the  same  principles  hold  good  with  respect  to 
ohanges  in  firms  which  are  customers  of  the  banker.     A  new 
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partner  will  not  be  liable  for  any  transaction  that  commenced 
before  he  came  in,  but  he  will  for  all  transactions  that  com- 
menced after  that. 

One  of  a  firm  retiring,  the  remaining  partners  assume  the 
whole  of  the  partnership  liabilities  on  receiving  all  the  partner- 
ship assets.  Their  bankers  sign  a  memorandum  agreeing  to 
this  arrangement,  and  the  retiring  partner  is  released.  The 
banker  cannot  afterwards  make  this  partner  a  bankrupt  in 
respect  of  that  debt. 

Three  persons  not  in  partnership  join  in  a  single  speculation, 
each  to  contribute  one-third  part  of  the  expenses.  One  of  them 
paid  his  proportion  when  called  upon.  The  bankers  of  a  second 
were  the  bankers  of  the  speculation,  and  advanced  money  to  him 
on  his  own  credit,  without  the  knowledge  of  the  first.  These 
moneys  were,  in  tact,  advanced  to  pay  bills  accepted  by  the 
second  in  furtherance  of  the  adventure.  It  was  held  that  the 
first  was  not  liable  to  the  bankers. 

In  all  similar  cases  bankers  must  ascertain  that  the  money  is 
advanced  with  the  knowledge  and  consent  of  all,  otherwise  they 
cannot  recover  from  all. 

A  firm  of  several  partners  had  an  overdrawn  account  with 
their  bankers,  for  which  they  deposited  title  deeds  of  real  estate 
belonging  to  the  firm.  By  the  conditions  of  the  partnership  one  of 
them  had  the  power,  in  case  of  his  death  during  the  continuance 
of  the  partnership,  to  bequeath  a  part  of  his  share  to  one  of  his 
sons.  He  died  while  his  sons  were  minors,  and  leaving  this 
part  to  such  of  his  sons  as  his  wife  should  appoint,  and  making 
her  and  two  of  the  other  partners  executors.  The  account  was 
continued  without  alteration,  and  the  deceased  partner's  capital 
was  not  taken  out  of  the  partnership,  which  afterwards  became 
bankrupt.  The  amount  paid  in,  after  the  death  of  the  partner, 
and  before  the  bankruptcy,  exceeded  the  sum  due  from  the 
partnership  at  the  time  of  the  decease.  It  was  held  that  this 
discharged  the  lien  of  the  bankers  on  the  estate  of  the  firm,  and 
extinguished  their  claim  against  the  deceased  partner's  estate. 
The  effect  was  that  a  new  account  had  been  opened  at  the 
death  of  the  partner,  and  the  new  linn  had  paid  and  discharged 
the  debts  due  from  the  old  one. 

A  firm  of  two  partners  became  largely  indebted  to  theii 
bankers.  One  of  them  dies,  and  the  other  continues  business 
under  the  name  of  the  old  firm,  and  indorses  several  hills  to  the 
bankers  in  the  name  of  the  firm.  lie  then  became  bankrupt. 
The  bankers  were  allowed  to  prove  on  his  separate  estate,  not- 
withstanding it  appeared  that  the  bills  were  indorsed  in  respeel 
of  a  partnership  transaction. 

(  hie  of  many  co-adventurers  in  a  mining  concern,  who  acted  as 
manager  of  it,  opened  an  account  with  a  banker  in  the  name  of 
the  adventurers.      It  was  held   that  he  had   no  authority  to  hind 
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the  others  on  an  overdrawn  account  even  for  the  purposes  of 
the  mine,  and  that,  if  the  bankers  give  him  credit,  they  have  no 
remedy  against  the  others. 

One  of  two  partners  opens  an  account  in  his  own  name.  The 
banker  may  prove  that  he  was  in  reality  the  agent  of  the 
partnership,  and  that  it  was  a  partnership  account. 

Two  partners,  A  and  B,  had  a  joint  account  witli  a  bank,  B 
had  also  a  separate  account.  The  partnership  account  being 
greatly  overdrawn,  B  died,  and  A  become  bankrupt.  B's  private 
account  had  a  balance  in  his  favour.  It  Avas  held  that  they  must 
give  up  to  B's  executors  the  balance  on  his  private  account,  and 
they  might  proceed  against  his  separate  estate  for  the  partner- 
ship debt. 

If  a  firm  have  a  balance  in  the  hands  of  their  bankers  at  the 
death  of  one  of  the  partners,  it  is  not  the  property  of  the 
survivor,  or  the  survivors  jointly,  but  of  the  survivors  and  the 
representatives  of  the  deceased  partner.  Therefore,  where  the 
survivor  of  a  partnership  drew  out  a  sum  of  money  and  placed 
it  in  the  hands  of  trustees  to  carry  out  a  partnership  arrange- 
ment already  agreed  to,  and  became  bankrupt  while  the  money 
was  in  the  hands  of  the  trustees,  it  was  held  to  be  part  of  the 
joint  estate  and  not  the  separate  estate  of  the  survivor. 

On  Bunking  Instruments  of  Credit. 

22.  A  banker  deals  with  his  customers  by  means  of  credit,  that 
is,  he  purchases  money,  or  money  and  securities,  by  means  of 
creating  debts.  These  debts  are  expressed  in  different  forms, 
such  as  Bank  Notes,  Deposits  and  Cheques,  Deposit  Receipts 
and  Bankers'  Drafts,  Circular  Notes,  and  Letters  of  Credit. 

It  will  greatly  conduce  to  understand  clearly  certain  peculiari- 
ties of  these  instruments  of  credit,  to  remember  that,  by  the 
Common  Law  of  England,  a  debt  is  not  assignable,  so  as  to 
enable  the  assignee  to  bring  an  action  in  his  own  name  against 
the  debtor.  Debts,  however,  became  assignable  in  certain  forms 
by  the  custom  of  merchants,  which  was  adopted  by  the  Common 
Law,  and  subsequently  the  transfer  of  debts  in  certain  forms  was 
legalized  by  Statute.  The  transfer  of  debts  was  therefore 
governed  entirely  by  the  Law  Merchant  and  certain  Statutes. 
The  Law  Merchant  prevailed  over  and  was  adopted  by  the 
Common  Law,  but  it  cannot  prevail  against  a  distinct  Statute. 

The  transfer  of  a  debt  in  the  form  of  a  bill  of  exchange,  that 
is,  in  the  form  of  an  order  from  the  creditor  to  the  debtor  to  pay 
the  debt,  was  the  first  that  was  adopted  among  merchants,  and 
for  a  long  time  it  was  strictly  confined  to  that  form.  Gerard 
Malynes,  writing  in  1622,  seeing  how  useful  traders  in  Holland 
found  it  to  have  debts  recorded  in  the  form  of  promises  to  pay 
by  the  debtor,  which  passed  like  bills  of  exchange,  wished  to  see 
it  introduced  into  England,  but  the  Common  Law  prevented  it. 
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But  about  1645  the  goldsmiths  began  to  receive  money  ou 
deposit,  and,  in  exchange  for  these,  to  suit  the  convenience  of 
their  customers,  they  gave  their  promissory  notes  payable  to 
bearer  on  demand.  So  that  those  who  placed  money  with  them 
might  have  their  receipts  as  transferable  as  money  itself.  They 
also  began  to  discount  bills  of  exchange,  which  they  did  in  the 
same  manner.  Instead  of  giving  cash  for  them,  they  gave  only 
(heir  promissory  notes  payable  to  bearer  on  demand.  By  this 
means  they  found  that  they  could  keep  in  circulation  an  amount 
of  their  promissory  notes  far  exceeding  the  quantity  of  cash  they 
kept  at  home. 

Thus  the  practice  of  issuing  promissory  notes  payable  to 
bearer  on  demand  grew  up,  quite  unrecognized  by,  and  contrary 
to,  the  Common  Law;  and  at  the  time  the  Bank  of  England 
was  founded  the  London  bankers  had  very  large  amounts  of 
such  notes  in  circulation.  They  were  found  to  be  so  convenient, 
that  the  Act  founding  the  Bank  authorized  it  to  issue  such  bills 
of  credit,  as  they  were  called,  and  that  they  might  by  indorse- 
ment be  freely  assigned  to  any  person  who  should  voluntarily 
accept  them,  and  so  by  such  assignees  toties  quotles,  by  indorse- 
ment thereon,  and  all  such  assignees  might  sue  thereon  in  their 
own  names.  This  Statute,  however,  only  applied  to  Bank  of 
England  notes,  and  did  not  affect  the  notes  issued  by  private 
bankers. 

In  1701  and  170-3,  it  was  held  by  the  Court  of  King's  Bench, 
that  promissory  notes  were  not  transferable,  and  that  no  action 
could  be  maintained,  even  by  the  payee  on  the  instrument,  but 
that  it  was  only  evidence  of  a  debt.  Accordingly,  the  Statute 
1704,  c.  8,  was  passed,  declaring  that  all  such  notes  might  be 
made  transferable  by  indorsement,  in  the  same  manner  as  inland 
bills  of  exchange. 

It  is  observable  that  the  law  then  only  permitted  the  transfer 
of  bank  notes  by  indorsement,  which  was  then  necessary  to 
transfer  the  property  in  a  bill  of  exchange. 

With  respect  to  Bank  notes,  however,  the  custom  of  indoi-se- 
ment  soon  fell  into  disuse,  and  it  became  usual  to  transfer  them 
by  mere  delivery.  And  the  same  rule  now  applies  to  all  instru- 
ments of  credit,  alter  they  have  become  payable  to  bearer. 
The  indorsement  is  not  necessary  to  transfer  the  property,  but 
only  to  preserve  the  liability  of  the  indorsee,  in  case  the  bill  or 
note  is  not  paid. 

And  the  general  rule  now  is,  that  if  any  instrument  of  credit 
whatever,  payable  to  bearer,  be  taken  in  exchange  for  goods, 
merchandize,  money,  or  other  instrument  of  credit,  at  the  time, 
without  indorsement,  it  is  a  complete  sale  and  purchase  of  it 
with  all  risks  by  the  transferee,  and  lie  has  no  remedy  if  it  be 
not  paid. 

Except  only  in  the  case  of  fraud,  as  if  the  transferor  knew  at 
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the  time  that  the  Bank  had  stopped  payment,  and  the  transferee 
did  not. 

Moreover,  though  the  transferor  does  not  guarantee  the 
solvency  of  the  banker,  he  does  warrant  the  genuineness  of  the 
instrument.  So  that,  if  the  notes  turn  out  to  be  forged,  he  will 
be  liable. 

If  the  bank  note,  however,  be  given  in  payment  of  an  antece- 
dent debt,  the  note  is  not  to  be  considered  as  sold;  if,  therefore, 
it  be  presented  in  due  time,  and  the  banker  is  found  to  have 
stopped  payment,  and  the  note  not  paid,  and  due  notice  of  the 
dishonor  be  given  to  the  transferor,  the  transferee  may  recover 
on  the  original  debt. 

Formerly  Bank  of  England  notes  differed  in  no  way  from 
other  bank  notes,  but  by  Statute  1833,  c.  98,  s.  5,  they  are 
declared  to  be  legal  tender  for  all  sums  above  £5,  except  at  the 
Bank  itself,  and  its  branches,  so  long  as  the  Bank  pays  its  notes 
hi  gold  on  demand. 

Up  to  about  1772,  all  bankers,  both  hi  London  and  the  country, 
issued  bank  notes ;  in  fact,  they  were  the  only  form  of  a  banker's 
credit,  though  in  the  country  it  was  very  common  for  them  to 
be  made  payable  some  days  after  demand,  or  sight.  But  about 
the  above  date,  London  bankers  gave  up  issuing  notes,  and 
simply  gave  their  customers  credit  in  their  books,  called 
deposits,  which  gave  rise  to  a  new  instrument  of  credit,  called 

CHEQUES. 

By  Statute  1826,  c.  6,  all  bankers  were  forbidden  to  issue 
notes  or  bills  under  £5,  and  any  person  who  issued  or  negociated 
any  negociable  instrument  of  credit  on  which  less  than  £5 
remained  unpaid,  was  liable  to  a  penalty  of  £20,  except  only  in 
the  case  of  drawing  a  cheque  on  his  banker  for  his  own  use. 

By  Statute  1844,  c.  32,  s..  10,  all  persons  were  forbidden  to 
make  and  issue  bank  notes  in  any  part  of  the  Kingdom,  except 
those  who  were  lawfully  doing  so  as  bankers,  on  the  6th  day  of 
May,  1844. 

S.  11  says: — "And  be  it  enacted,  that  from  and  after  the 
passing  of  this  Act,  it  shall  not  be  lawful  for  any  banker  to  draw, 
accept,  make,  or  issue,  in  England  or  Wales,  any  bill  of  exchange 
or  promissory  note,  or  engagement  for  the  payment  of  money, 
payable  to  bearer  on  demand,  or  to  borrow,  owe,  or  take  up,  in 
England  or  Wales,  any  sum  or  sums  of  money,  on  the  bills  or 
notes  of  such  banker  payable  to  bearer  on  demand,  save  and 
except  those  who  were  carrying  on  the  business  of  bankers  on 
the  6th  of  May,  might  continue  to  issue  their  notes  under  certain 
conditions."  It  was  also  enacted,  that  if  any  banker  in  any  part 
of  the  kingdom,  entitled  to  issue  notes,  should,  for  any  reason 
whatever,  discontinue  such  issue,  it  should  not  be  lawful  for  him 
to  resume  it. 

By  s.  26  it  was  enacted,  that  after  the  passing  of  the  Act,  any 
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banking  company,  though  exceeding  six  in  number,  carrying  on 
the  business  of  banking  in  London,  or  within  65  miles  thereof, 
might  draw,  accept,  or  indorse  bills  of  exchange,  not  being  payable 
to  bearer  on  demand — which  had  been  prohibited  by  the  Act, 
Statute  1833,  c.  98. 

A  bank  note,  made  payable  at  a  particular  place,  must,  like 
other  promissory  notes  so  made,  be  presented  at  that  place,  even 
though  the  makers  be  insolvent,  and  the  place  closed. 

A  country  banker  cannot  insist  on  paying  his  own  notes  in 
anything  but  legal  coin,  or  in  Bank  of  England  notes,  as  long  as 
they  are  legal  tender.  But  an  action  would  lie  against  him,  if  he 
refused  to  pay,  except  in  other  country  bank  notes. 

If  one  person  asks  another,  for  his  convenience,  to  give  him 
change  for  a  country  bank  note,  and  it  turns  out  that  the  banker 
has  stopped  and  the  note  is  worthless,  he  will  be  entitled  to  have 
his  money  back  on  giving  due  notice. 

So,  if  a  person  pays  in  notes  to  his  account  at  his  banker's,  who 
receives  and  gives  him  credit  for  them ;  if  the  note  turns  out  to 
be  worthless,  the  customer  must  take  it  back  again,  if  due  notice 
be  given. 

If  bank  notes  be  lost  or  destroyed,  the  holder  of  them  may,  by 
Statute  17  and  IS  Vic,  c.  125,  s.  87,  enforce  payment  of  them, 
on  giving  an  indemnity  to  the  satisfaction  of  the  court,  or  judge, 
or  a  master,  against  the  claims  of  any  other  person  upon  them. 

If  bank  notes  are  lost,  the  finder  cannot  retain  them  against 
the  true  owner,  or  compel  payment  from  the  banker ;  but  if  he 
pass  them  away  for  value,  provided  the  transferee  took  them 
innocently,  he  may  retain  them,  and  enforce  payment  of  them. 

Formerly  it  was  held  that  the  transferee  of  a  bank  note  was 
bound  to  exercise  caution  in  taking  it,  and  if  he  did  not,  he  could 
not  recover  if  it  had  been  stolen ;  but  this  doctrine  has  been 
quite  overruled  now,  and  it  is  held  now  that  he  is  entitled  to  re- 
cover on  it,  if  he  took  it  in  the  way  of  business,  and  gave  value 
for  it,  even  though  he  may  have  taken  it  negligently,  if  he  did 
not  actually  know  at  the  time  it  was  stolen. 

On  Cheques. 

23.  About  the  year  1772,  as  we  have  said,  London  bankers  dis- 
continued the  issue  of  bank  notes,  and,  instead  of  (hat,  on  their 
customers  paying  in  money  to  their  accounts,  they  simply  gave 
them  credit  for  the  amount  in  their  hooks;  so,  also,  when  they 
discounted  hills  lor  their  customers,  they  wrote  down  the  amount 
to  their  credit  in  their  hooks. 

These  credit*  standing  in  hankers'  hooks,  from  whatever  source 
arising,  are  called  Deposits. 

Hence,  a  Deposit,  in  hanking  Language,  always  means  a 
credit  created  in  a  banker's  books  in  exchange  for  money,  or 
securities  for  money. 
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We  have  already  pointed  out  in  a  previous  chapter,  the  comiuou 
error  of  supposing  that  a  deposit  means  the  thing  deposited. 

In  order  to  facilitate  payments,  the  bankers  gave  their  cus- 
tomers books,  containing  a  number  of  blank  drafts,  payable  to 
some  person  or  bearer  on  demand,  which  they  might  fill  up  in 
favour  of  any  one  they  pleased,  and  the  bankers  undertook  to  pay 
these  drafts  to  any  one  who  presented  them,  provided  they  had 
fimds  of  their  customer  in  their  hands. 

These  drafts  are  called  cheques. 

As  cheques  were  meant  as  a  substitute  for  bank  notes,  the 
bankers  made  them  as  like  bank  notes  as  possible,  they  were, 
therefore,  always  made  payable  to  hearer  on  demand,  like  notes. 
They  were,  in  form,  therefore,  bills  of  exchange,  payable  to 
bearer  on  demand. 

By  the  Law  Merchant,  no  person  could  be  made  liable  on  a 
bill  of  exchange  before  he  had  consented  to  it,  and  which  was 
signified  by  his  accepting  it. 

"it  would  greatly  have  impeded  the  negociability  of  a  cheque 
if  the  transferee  had  been  obliged  to  go  to  the  banker  to  obtain 
his  acceptance  of  it,  before  he  became  liable  to  pay  it,  conse- 
quently, it  was  the  custom  of  bankers  that  the  possession  of  the 
customer's  funds  was  equivalent  to  acceptance.  Consequently, 
if  a  banker  has  funds  of  his  customer  in  his  hands,  and  has  had 
them  long  enough  for  his  clerks  to  have  notice  of  the  fact,  he  is 
bound  to  pay  his  customer's  cheques  without  notice  and 
without  acceptance.  And,  if  he  neglect  or  refuse  to  do  so,  he  is 
liable  to  an  action — at  whose  suit,  we  shall  have  to  consider 
afterwards. 

A  cheque  is,  in  its  general  form,  a  bill  of  exchange,  and,  con- 
sequently, when  stamp  duties  were,  for  the  first  time,  imposed 
on  bills  and  notes,  by  the  22nd  Geo.  III.,  c.  33,  it  would  have 
naturally  required  a  stamp  as  much  as  any  other  bill.  However, 
as  it  might  have  been  very  prejudicial  to  the  business  of  banking 
if  persons  were  obliged  to  pay  a  tax  every  time  they  wanted  to 
make  a  payment,  cheques  were  exempted  from  any  stamp 
duty,  provided  they  strictly  complied  with  certain  conditions. 
These  were — 

1.  That  they  be  an  order  for  the  payment  of  money,  and  not 

bills  or  notes. 

2.  That  they  be  made  payable  to  bearer  .on  demand. 

3.  That  they  be  drawn  upon  a  banker,  or  upon  persons 

acting  as  bankers,  who  shall  reside,  or  transact  the 
business  of  banking,  within  fifteen  miles  of  the  place 
where  such  cheques  are  issued. 

4.  That  the  place  where  they  are  issued  shall  be  truly  stated 

upon  them. 

5.  That  they  be  issued  the  day,  or  the  day  after  the  day, 

they  bear  date. 
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It  was  absolutely  requisite  that  every  instrument  purporting 
to  be  a  cheque,  should  strictly  comply  with  all  these  conditions, 
because,  if  it  did  not,  it  immediately  became  an  unstamped  bill  of 
exchange ;  and  every  person  issuing  an  instrument  purporting  to 
be  a  cheque,  and  not  strictly  complying  with  all  these  conditions, 
subjected  himself  to  :i  penalty  of  £100;  every  person  knowingly 
taking  it  to  £20,  and  the  banker  knowingly  paying  it  to  £100, 
and  he  is  not  allowed  to  charge  it  against  the  person  by  whom, 
or  for  whom  it  is  drawn,  or  against  any  one  claiming  under  them 
respectively. 

The  exemption  of  cheques  from  all  stamp  duty  continued  till 
the  24th  of  May,  1858,  when,  by  the  Statute  21  and  22  Vict.,  c.  20, 
s.  1,  all  drafts,  or  orders  for  the  payment  of  money  on  demand, 
were  made  liable  to  a  stamp  duty  of  one  penny,  and  by  23  and  24 
Vict.,  c.  Ill,  s.  18,  bankers  into  whose  hands  such  drafts  or 
orders  may  come  unstamped,  may  affix  a  stamp  to  them,  and 
then  cancel  it. 

By  this  latter  Statute,  the  restriction  as  to  issuing  it  within  15 
miles  of  the  place  of  business  of  the  bankers  is  done  away  with. 

Since  this  Act  bankers  have  adopted  a  new  form  of  cheque. 
The  exemption  in  the  previous  Stamp  Acts  only  applied  to 
cheques  drawn  payable  to  bearer  on  demand.  The  new  Act 
applies  to  all  cheques  to  pay  money  on  demand.  Consequently, 
cheques  may  now  be  made  payable  to  A  B,  or  order,  on  demand. 
This  confers  additional  security  on  them,  for,  unless  they  are 
indorsed,  they  are  not  negociable,  and  this  insures  their  not 
being  negociated  until  they  have  actually  reached  the  payee's 
hands,  and  been  indorsed  by  him. 

It  may  be  doubted,  however,  whether  a  cheque  may  be  post- 
dated, for  the  Act  only  applies  to  cheques  payable  on  demand, 
and  a  post-dated  cheque  is  not  payable  on  demand  when  it  is 
issued.  Consequently,  it  is  in  reality  an  unstamped  bill,  and  the! 
negociator  of  such  a  document  would  probably  be  liable  for  the 
evasion  of  the  stamp  duties.  It  has  been  held,  however,  that  a 
post-dated  cheque,  payable  to  order  on  demand,  is  a  valid  instru- 
ment, which  may  be  sued  upon,  though  it  has  not  been  decided 
what  penalty  the  utterers  of  it  are  liable  to.  A  post-dated 
cheque  payable  to  hearer  on  demand  is  void. 

Formerly  the  same  penalties  attached  to  putting  a  cheque 
under  £5  into  circulation,  as  issuing  notes  under  £5 ;  hut  these 
have  all  been  repealed,  and  now  a  cheque  may  be  drawn  for  any 
amount,  however  small. 

It  is  usual  in  cheques  to  write  the  sum  to  be  paid  at  full 
length  in  the  body  of  the  cheque,  and  to  state  the  sum  in  figures 
in  the  margin.  If  the  two  sums  differ,  the  banker  ought  to  paj 
the  sum  in  the  body  of  the  cheque,  as  the  sum  in  the  margin  is 
a  mere  memorandum. 

A  cheque  must  be  signed   by   the  drawer,  or  by   some  one 
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authorized  by  him  to  do  so.  But  the  body  of  the  cheque  need 
not  be  written  by  him.  And  a  banker  is  bound  to  know  his 
customer's  handwriting,  and  to  distinguish  between  his  and  any 
other  person's.  Consequently,  if  he  pays  any  forged  cheques, 
the  loss  will  fall  upon  him. 

The  same  holds  good  if  the  cheque  be  written  in  the  custo- 
mer's handwriting.  A  banker  must  be  able  to  distinguish  it,  so 
as  to  be  enabled  to  tell  whether  a  fraudulent  alteration  has  been 
made  hi  the  sum  payable,  which  is  forgery. 

It  has  been  held,  however,  in  some  cases,  when  the  body  of  the 
cheque  was  not  in  the  handwriting  of  the  drawer,  that  the  fraud 
had  been  invited  by  the  conduct  of  the  person  who  filled  it  up. 
Thus,  where  a  customer,  on  leaving  home,  left  several  cheques 
with  his  wTife,  signed  by  himself,  for  her  to  fill  up  as  she  might 
require  them,  she  filled  up  one  with  the  words  fifty-two  pounds 
tico  shillings,  beginning  the  word  fifty  with  a  small  letter  in 
the  middle  of  a  line.  The  figures  52  :  2  were  also  placed  at 
some  distance  to  the  right  of  the  printed  £.  She  gave  the 
cheque  to  her  husband's  clerk  to  get  cashed.  He  filled  up  the 
vacant  space  in  the  body  of  the  cheque  with  three  hundred,  and 
put  3  before  the  52.  Thus  making  it  apparently  a  cheque  for 
£352  2s.  The  banker,  not  detecting  the  alteration,  paid  it.  It 
was  held  that  the  improper  mode  of  filling  up  the  cheque 
invited  the  forgery,  and  that  the  loss  fell  on  the  customer. 
Here  the  banker  could  not  be  expected  to  know  the  writing 
of  his  customer's  wife.  But  if  the  whole  had  been  written  by 
the  customer,  the  banker  would  have  been  liable. 

The  same  rule  holds  with  regard  to  cheques  as  to  other 
negociable  instruments  of  credit.  If  the  payee  or  indorsee  of  a 
cheque  payable  to  bearer  lose  it,  and  it  be  found  by  some  one, 
the  finder  cannot  retain  it  against  the  owner,  or  enforce  payment 
of  it;  but  if  he  pass  it  away  to  an  innocent  holder  for  value, 
he  may  retain  it,  and  enforce  payment  of  it  either  from  the 
banker  or  from  the  drawer,  if  the  latter  has  stopped  payment 
of  it. 

A  banker  is  bound  to  pay  his  customer's  cheque  if  he  has  had 
funds  in  his  hands  a  sufficient  time  for  his  clerks  to  have  notice 
of  the  fact.  What  is  a  sufficient  time  has  not  been  defined. 
In  one  case  two  hours  was  held  to  be  more  than  sufficient.  A 
customer  paid  in  money  at  one  o'clock  more  than  sufficient 
to  cover  a  cheque  which  was  presented  at  three  o'clock,  and 
dishonored.  The  jury  found  a  verdict  against  the  banker  with 
nominal  damages.  Sufficient  time  would  appear  to  be  that 
which  is  requisite  for  the  payment  to  be  entered  in  the  ledger. 

Refusing  a  man's  cheque  is  a  slur  upon  his  credit,  and,  in  some 
cases,  may  have  very  serious  consequences  to  him.  Now,  in  the 
hurry  of  business,  a  mistake  will  sometimes  occur,  especially  if 
customers  keep  very  small  balances,  and  draw  against  them  very 
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soon  after  they  have  paid  sums  into  their  account.  Considering 
the  enormous  multitude  of  transactions  that  take  place  by  means 
of  cheques,  and  the  number  of  times  that  such  unfortunate 
accidents  have  happened,  it  might  have  been  thought  that  the 
legal  elfects  of  such  an  accident  would  have  been  definitely 
settled.  But  this  is  not  the  case.  In  the  case  of  JRolin  and 
another  v.  Steward  P.  O.,  the  plaintiffs  were  mei*chants  and  ship- 
owners, carrying  on  business  at  Lynn,  and  accepted  a  bill  of 
exchange  for  £'48,  payable  at  the  London  and  Westminister 
Bank,  Lothbury,  the  London  agents  of  the  country  bank,  of 
which  they  gave  them  information  before  hand.  Moreover,  the 
country  bank  had  dishonored  three  cheques  of  the  plaintiffs, 
having  at  the  time  sufficient  funds  to  meet  them.  The  case  was 
tried  at  Norwich,  before  Lord  Campbell.  No  evidence  was  given 
to  prove  the  special  damage  alleged,  and  Lord  Campbell  directed 
the  jury  to  give  the  plaintiffs,  not  nominal,  nor  extravagant,  but 
reasonable  and  temperate,  damages.  The  jury  (a  common  one) 
gave  £500  damages.  A  rule  nisi  was  obtained  for  a  new  trial, 
on  the  ground  of  misdirection  and  excessive  damages ;  but  the 
rest  of  the  court  unanimously  upheld  the  ruling  of  the  Lord 
Chief  Justice,  and  a  new  trial  was  refused.  All  the  judges  held, 
that  refusing  a  trader's  cheque  wrongfully  was  an  act  so 
damaging  to  his  credit,  that  he  was  entitled  to  substantial 
damages,  even  though  none  were  proved.  Williams,  J.,  said, 
that  it  was  "  on  the  same  principle  as  that  on  which  it  is  held, 
that  to  impute  insolvency  to  a  trader,  is  actionable,  without  proof 
of  special  damage.  If  the  law  were  not  so,  this  absurdity  would 
follow.  A  trader  might  bring  his  action  against  a  man  for 
saying  of  him,  that  his  cheques  had  been  dishonored,  and  the 
action  would  be  successfully  defended  by  the  banker  proving  the 
truth  of  the  slander  ;  and  yet  the  trader  would  have  no  substan- 
tial remedy  against  the  banker,  who  had  dishonored  his  cheques, 
and  enabled  the  defendant  to  defeat  the  action." 

In  another  case,  however,  at  nisi  prius,  in  which  the  author  was 
counsel  for  the  bank,  Lord  Chief  Justice  Jervis  laid  down  a  very 
different  doctrine.  He  said  that  this  question  had  been  recently 
much  discussed  among  the  judges,  and  that  the  rule  they  had 
agreed  to  was  that  in  such  cases,  special  damages  must  be  laid 
and  proved.  The  plaintiff's  counsel  tendered  a  bill  of  exceptions 
to  this  ruling,  but  the  bank,  having  gained  the  verdict,  the  case 
mix er  went  any  further. 

If  a  banker  wrongfully  dishonor  his  customer's  cheque  an 
action  lies  against  him  at  the  suit  of  the  customer,  whose  credit 
he  injures,  and  he  will  recover  damages  proportional  to  the 
injury. 

And  if,  in  consequence  of  this  wrongful  dishonor,  his  customer 
becomes  bankrupt,  an  action  will  lie  against  the  banker  at  the 
suit  of  the  assignees  of  the  bankrupt. 
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But  whether  an  action-at-law  will  lie  against  a  banker  at  the 
suit  of  the  holder,  or  lawful  owner,  of  a  cheque  wrongfully  dis- 
honored, has  never  yet  been  tried. 

It  is  very  commonly  stated  that  the  holder  of  a  cheque  is  only 
the  assignee  of  an  equitable  chose-in-action,  and,  consequently, 
cannot  sue  at  law  in  his  own  name.  It  is  frequently  stated  that 
his  only  remedy  is  against  the  drawer  or  indorser  of  the  cheque. 
In  equity  a  creditor  may  effectually  assign  over  his  debt  to  a 
third  j^erson;  therefore  the  holder  may  recover  in  equity  against 
the  bankei',  if  he  has  funds  in  his  hands. 

It  has  been  the  general  impression  that  he  cannot  sue  him  at 
law,  because  the  banker  has  not  accepted  the  cheque,  and  by  the 
Law  Merchant,  the  drawee  is  not  bound  to  pay  a  bill  he  has 
not  accepted. 

In  the  case  of  Bellamy  v.  Marjoribanksi  one  of  the  leading 
cases  on  crossed  cheques  before  the  alteration  of  the  law,  the 
Court  of  Exchequer  said :  "  The  lawful  owner  of  a  cheque  is  of 
necessity  entitled  to  receive  payment  of  it.  He  could  not  sue 
the  drawee,  unless  he  had  accepted  the  cheque — a  practice  not 
usual,  but  legal — but  he  could  sue  the  drawer  on  non-payment 
of  it,  if  he  was  the  holder  for  value.  The  case  was  decided  in 
1852,  a  considerable  time  after  the  passing  of  the  Bank  Charter 
Act  of  1844;  and  in  this  part  of  the  judgment  there  is  clearly 
an  oversight.  It  is  said  that  it  is  not  usual,  but  legal,  to  accept 
a  cheque.  This,  however,  is  clearly  and  expressly  prohibited  by 
the  11th  section  of  that  Act. 

The  ground  of  this  opinion  is  that  by  the  Law  Merchant  a 
drawee  is  not  bound  to  pay  without  acceptance.  But  the  custom 
of  bankers  is  part  of  the  Law  Mei'chant,  and  is  judicially  recog- 
nized as  such.  And,  by  the  custom  of  bankers,  a  banker  is  an 
exception  to  the  ordinary  rule.  A  banker 's  possession  of  a  cus- 
tomer's funds  is  equivalent  to  acceptance,  and  has  always  been 
recognized  to  be  so. 

If  it  be  said  that  it  is  not  the  custom  of  merchants  that  the 
holder  of  a  bill  unaccepted  by  the  drawee,  should  have  an  action 
against  him,  neither  is  it  according  to  the  Law  Merchant  that 
the  drawer  of  a  bill  unaccepted  by  the  drawee  should  have  an 
action  against  him  for  non-payment.  In  this  case,  however,  the 
exception  is  clearly  recognized,  and  if  it  be  recognized  in  the 
one  case,  why  not  in  the  other  ? 

The  case,  in  fact,  has  never  yet  been  argued  on  its  merits.  If 
it  were  so,  we  venture  to  think,  that  considering  the  origin, 
history,  and  nature  of  cheques,  it  would  be  found  that  the 
custom  of  bankers,  that  the  possession  of  a  customer's  funds  is 
equivalent  to  acceptance,  would  be  found  to  hold  good  in  all 
cases  for  legal  purposes,  in  the  case  of  the  holder  as  well  as  the 
drawer,  especially  now  that  it  is  illegal  for  a  banker  to  accept  a 
cheque. 
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A  customer  is  said  only  to  have  an  action  against  his  banker 
for  a  wrongful  refusal  to  honor  his  cheque,  because  it  affects 
his  credit.  But  it  is  quite  easy  to  suppose  a  case  in  which  a 
wrongful  refusal  to  pay  a  cheque  might  in  no  way  damage  a 
customer's  credit,  bu1  very  seriously  affect  the  holder's  credit. 
Suppose  a  gentleman  leaving  town  for  the  season,  were  to  pay 
his  tradesmen  by  cheques,  leaving  funds  at  his  hankers  to  meet 
them.  Plis  tradesmen,  perhaps,  have  their  own  bills  to  meet, 
and  the  wrongful  refusal  to  pay  these  cheques  may  make  a 
tradesman  unable  to  meet  his  own  bills,  and  thus  make  him 
bankrupt.  Would  he  not  have,  and  would  not  his  assign*  es 
have,  an  action  for  damages  against  the  banker,  equally  as  the 
assignees  of  the  drawer  would  have  under  similar  circumstances  ? 
The  case,  it  may  be,  is  not  so  likely  to  arise  as  regards  the 
holder  as  the  drawer,  but  if  it  did,  we  venture  to  think  that  the 
rule  which  holds  in  the  one  case,  would  be  found  to  hold  in  the 
other. 

Crossed  Cheques. 

24.  When  bankers'  clerks  met  at  the  Clearing  House,  it  used 
to  be  the  custom  for  them  to  write  the  names  of  their  house 
across  the  face  of  all  cheques  presented  by  them.  This,  of 
course,  Avas  a  mere  memorandum  to  shew  who  the  presenters 
and  owners  of  the  cheques  were,  in  order  to  assist  the  Clearing 
House  clerks  to  make  up  the  accounts.  This  in  no  way  re- 
strained the  negociability  of  the  cheque,  because,  when  it  was 
done,  the  cheques  were  actually  presented  for  payment,  and 
taken  out  of  circulation. 

The  practice,  however,  spread  to  the  public,  and  was  used  by 
them  with  a  very  different  intention.  It  became  usual  for  the 
drawer  to  write  the  name  of  the  payee's  banker  across  it,  or  to 

leave  the  name  in  blank,  and  merely  to  put  &  Co.,  so 

that  the  payee  might  fill  it  up.  If  he  passed  it  away,  it  was 
also  usual  tor  the  transferee  to  erase  any  previous  name  and 
substitute  any  other.  But  the  express  purpose  of  this  crossing 
was  to  make  it  payable  to  that  banker  only  whose  name 
was  written  across  it.  By  this  means  the  cheque  was  only 
payable  to  some  banker.  This, however,  was  a  plain  violation  of 
one  of  the  fundamental  requisites  of  a  cheque,  so  as  to  exempt 
it  from  the  stamp  duties.  The  custom,  however,  became  very 
general,  and  several  cases  were  tried  to  determine  what  the  legal 
effect  of  this  crossing  was.  We  need  not  mention  these,  as  the 
law  was  found  to  be  so  doubtful,  or  rather,  we  may  say,  s,,  clear 
against  the  practice,  that  an  Ad  was  passed  to  legalize  it.  It  was 
enacted,  by  the  lit  and  20  Vict.,  c.  25,  that  ifan\  draft  payable  to 
bearer,  or  order  on  demand,  was  crossed  with  the  name  of  any 
baiaker,  or  the  words  "and  Company  "  in  full  or  abbreviated, 
such  additions  should  have  the  force  and  effect  of  a  direction  to 
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the  bankers  upon  whom  it  was  drawn,  to  pay  it  only  to,  or  through, 

some  banker. 

Soon  after  this,  a  person  stole  a  crossed  cheque,  erased  the 
crossing,  and  presented  it  for  payment.  The  bankers  paid  it 
over  the  counter.  An  action  being  brought  against  them,  it  was 
held  that  the  crossing  was  not  an  integral  part  of  the  cheque,  it 
was  a  mere  memorandum,  and,  consequently,  the  erasure  of  it 
was  not  a  forgery,  and  if  it  did  not  appear  on  the  face  of  it, 
when  presented  for  payment,  the  bankers  were  justified  in  paying 
it  to  bearer.  To  remedy  this,  it  was  enacted,  by  21  and  22  Vic, 
e.  79,  s.  1,  that  whenever  a  cheque  or  draft  on  any  banker 
payable  to  bearer  or  to  order  on  demand,  shall  be  issued,  crossed 
with  the  name  of  a  banker,  or  with  two  transverse  lines  with 
the  words  (and  Company),  or  any  abbreviation  thereof,  such 
crossing  shall  be  deemed  a  material  part  of  the  cheque  or  draft, 
and,  except  as  hereafter  mentioned,  shall  not  be  obliterated,  or 
added  to,  or  altered  by  any  person  whomsoever,  after  the  issuing 
thereof;  and  the  banker  upon  whom  such  cheque  or  draft  shall 
he  drawn,  shall  not  pay  such  cheque  or  draft  to  any  other  than 
the  banker  with  whose  name  such  cheque  or  draft  shall  be  crossed, 
or  if  the  same  is  crossed  without  a  banker's  name,  to  any  other 
than  a. banker. 

If  any  cheque  is  issued  uncrossed,  or  crossed  in  blank,  any 
lawful  holder  of  it,  may  cross  it  with  the  name  of  a  banker,  and 
then  it  becomes  a  material  part  of  the  cheque,  as  in  the  former 
case ;  and  any  person  obliterating,  altering,  or  adding  to  a  crossing 
on  a  cheque,  with  intent  to  defraud,  is  guilty  of  felony,  and,  on 
conviction,  may  be  sentenced  to  penal  servitude  for  life,  or 
for  not  less  than  five  years,  or  imprisonment  for  two  years, 
with  or  without  hard  labour,  and  with  or  without  solitary  con- 
finement. 

A  banker,  however,  is  not  to  be  held  liable  if  he  pays  a  cheque 
which  does  not  at  the  time  of  presentment  of  payment,  plainly 
appear  to  be,  or  to  have  been,  crossed,  or  to  have  been  obliterated, 
added  to,  or  altered,  to  any  other  than  a  banker,  imless  he  acted 
mala  fide,  and  negligently. 

Blank  forms  of  cheques  are  now  printed  with  the  crossing 

&  Co.,  and  when  the  payee  requires  cash,  the  drawer 

underwrites  the  crossing  with  "  Pay  cash,"  and  signs  it.  This 
being  done  before  the  cheque  is  issued,  nullifies  the  crossing,  and 
the  banker  cashes  it  across  the  counter. 

25.  With  respect  to  cheques  payable  to  order  on  demand, 
the  16  and  17  Vict.,  c.  59.,  s.  19,  enacts  that  when  such  cheques 
are  presented  for  payment,  purporting  to  be  indorsed  by  the 
payee,  the  banker  shall  not  be  bound  to  inquire  into  the 
genuiness  of  the  signature.  It  has  been  held  that  an  indorsement 
by  procuration  is  within  the  meaning  of  this  enactment. 
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An  infant  cannot  draw  or  sign  a  valid  cheque,  for  he  cannot 
give  a  valid  discharge. 

Executors,  administrators,  and  partners  are  in  law  but  one 
person,  and  the  acts  of  one  are  the  acts  of  all.  Hence,  if  they  keep 
an  account  at  a  banker's  in  their  joint  names,  any  one  of  them 
may  draw  upon  it,  and  the  payment  is  good.  And  it  has  even 
been  held  that  after  the  dissolution  of  partnership,  of  which  the 
banker  had  notice,  and  a  person  appointed  to  receive  the  debts  of 
the  parnershij),  the  hanker  may  honour  the  cheque  of  any  one 

En  the  ease  of  a  corporate  body,  at  common  law,  a  cheque 
would  require  to  be  under  the  common  seal,  or  by  some  person 
authorized  to  sign  it  by  a  deed  under  the  common  seal.  In 
modern  trading  corporations  power  is  given  to  certain  officers  to 
draw  and  sign  cheques,  and  all  cheques  must  be  signed  by  all  of 
such  persons  with  their  proper  designations.  Unless  the  persons 
are  properly  designated  the  cheque  is  not  valid,  and  the  payee 
cannot  recover. 

26.  Cheques  are  meant  to  he  presented  within  hanking  hours 
of  the  day  following  that  on  which  they  are  received.  If  not 
presented  within  that  time  and  the  hanker  fail,  the  drawer  and 
other  parties  will  be  discharged,  if  the  drawer  had  funds  to 
meet  the  cheques  in  the  hank  at  the  time.  But  otherwise  the; 
remedy  of  the  holder  against  the  drawer  will  continue  for  6 
years ;  as  in  the  case  of  other  debts.  If,  however,  the  payee 
could  shew  that  at  no  time  between  his  receipt  of  the  cheque 
and  the  stoppage  of  the  hank,  the  drawer  had  funds  to  meet  the 
cheque,  he  would  be  liable.  If  it  could  be  shewn  that  the 
drawer  knew  that  the  hank  had  stopped  when  he  delivered  the 
cheque,  presentment  probably  need  not  be  proved.  But  in  all 
other  cases  presentment  at  the  banking  house  of  the  bankers 
within  hanking  hours  must  he  proved. 

27.  When  cheques  are  paid  into  a  bank  after  clearing  time,  it 
is  usual  to  send  them  1<>  the  houses  on  which  they  are  drawn, 
when,  if  the  hankers  mean  to  pay  them,  they  "mark"  them, 
which  is  an  engagement  that  they  will  he  paid  at  the  Clearing 
House  next  day,  and  they  have  priority  before  the  cheques  which 
come  in  that  day. 

It  is  very  doubtful,  however,  whether  this  practice  is  not  a 
direct  contravention  of  the  Hank  Act  of  1844,  s.  II,  which 
expressly  prohibits  hankers  from  accepting  any  engagement  to 
pay  money  <>n  demand.  In  a  case  the  court  held  the  marking  to 
be  similar  to  the  accepting  of  a  bill;  for  it  was  an  admission  of 
assets,  rendering  the  hanker  liable  t<>  pay,  ami  the  same  as  it' the 
banker  had  written  on  the  cheque  "  We  \\  ill  pay  this  to  bearer 
at  the  Clearing  House.11      At   the  lime  this  judgment    was  given 

the  acceptance  of  a  bill  did  not  require  to  be  in  writing.     Now, 

T  2 
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however,  by  I  and  2  Geo.  IV.,  c.  78,  s.  2,  the  aceptance  of  a  bill 
must  be  in  writing  on  the  bill.  But  this  does  not  require  a  full 
signature.  Any  writing  on  the  bill  which  amounts  to  a 
recognized  engagement  to  pay  is  equivalent  to  an  acceptance. 
Besides  that  the  words  of  the  section  are  in  the  most  compre- 
hensive form  forbidding  a  banker  to  "  make  any  engagement  to 
pay  money  on  demand."  Now,  this  custom  of  marking  cheques 
clearly  comes  under  the  words  of  that  Statute. 

When  a  banker  pays  a  cheque,  he  must,  by  Statute  55  Geo.  III., 
e.  184,  s.  19,  cancel  it  under  a  penalty  of  £50.  This  cancelling 
is  done  by  crossing  over  the  signature  of  the  drawer. 

It  is  said  above,  that  whenever  a  customer  has  paid  in  money 
to  his  account,  the  property  of  it  has  gone  to  the  banker,  and 
the  customer  cannot  take  it  back  without  its  being  given  to  him. 
The  same  rule  holds  good  with  regard  to  the  banker.  If  he  has 
once  paid  his  customer's  cheque,  the  property  in  the  money  is 
gone  from  him,  so  that  if  he  pays  the  cheque  in  mistake,  he 
cannot  compel  his  customer  to  give  him  back  the  money. 

On  Bills  made  Payable  at  a  Banker's. 

28.  It  is  a  very  common  custom  for  traders  to  make  their 
bills  payable  at  their  bankers,  and  they  are  in  many  respects 
similar  to  cheques  the  day  they  become  payable. 

When  a  bill  was  made  payable  at  a  banker's  it  was  held  that 
presentment  there  must  be  laid  and  proved  in  an  action  against 
the  acceptor.  The  Statute,  however,  1  and  2  Geo.  IV.,  c.  78, 
enacted,  that  an  acceptance  payable  on  the  face  of  it  at  some 
particular  place,  was  to  be  considered  as  a  general  acceptance, 
unless  it  was  expressed  to  be  payable  there  only,  and  not  other- 
wise or  elsewhere. 

In  order  to  charge  the  acceptor,  therefore,  it  is  not  necessary 
to  present  it  at  the  place  specified,  but  it  is  necessary  to  charge 
the  drawer. 

If  a  bill,  accepted  payable  at  a  banker's,  be  indorsed  to  the 
banker,  he  being  banker  to  the  acceptor,  he  need  not  aver  pre- 
sentment to  the  acceptor  to  charge  the  indorser,  because  he  has 
only  to  refer  to  his  own  books,  and  then,  if  he  lias  not  sufficient 
effects  in  his  own  hands,  that  is  enough. 

The  drawer  of  a  bill,  accepted  payable  at  a  banker's,  discounts 
it  to  the  banker,  who  rediscounts  it.  The  acceptor,  not  having 
funds  to  meet  it,  the  banker  pays  it  at  maturity,  and  gives  notice 
of  dishonor  to  the  drawer.  He  did  not  indicate  to  the  holder 
whether  he  paid  as  indorser,  or  as  agent  for  the  acceptor.  It 
was  held  that  he  had  a  right  to  pay  as  indorser,  and  debit  the 
drawer's  account  with  the  amount. 

If  a  bill  be  accepted  payable  at  a  particular  town,  presentment 
at  all  the  banking  houses  in  that  town  is  said  to  be  sufficient. 

An  acceptance  payable  at  a  banker's,  being  a  general  acceptance, 
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if  the  banker  fail  after  the  maturity  of  the  bill,  but  before  pre- 
sentment, having  funds  to  meet  the  bill,  the  holder  is  entitled  to 
recover  from  the  acceptor.      In  this  a  bill  differs  from  a  cheque. 

A  banker,  being  bound  to  know  his  customer's  handwriting, 
would  be  liable  if  he  paid  a  forged  acceptance  of  his  customer. 
It  has  been  held  that  if  the  payee's  indorsement  be  forged,  a 
banker  could  not  debit  his  customer's  account  with  it.  But  such 
a  doctrine  as  this  seems  repugnant  to  reason.  A  banker  knows 
his  own  customer's  handwriting,  because,  on  opening  an  account, 
he  makes  him  sign  his  name  in  a  book,  but  how  can  he  possibly 
know  the  handwriting  of  every  one  to  whom  his  customer  makes 
his  bill  payable? 

If  a  banker  discounts  for  a  third  party  a  bill  purporting  to  be 
accepted  by  a  customer,  which  acceptance  turns  out  to  be  a 
forgery,  he  can,  like  any  one  else,  recover  from  the  third  person. 

If  a  banker  pays  the  forged  acceptance  of  his  customer,  and 
does  not  discover  it  till  the  day  after,  he  cannot  receive  back 
the  money  from  the  holder  to  whom  he  paid  it.  It  was  doubted, 
however,  whether  he  might  have  clone  so,  if  he  had  discovered 
the  forgery  the  same  day,  and  given  notice  to  the  party  so  that 
he  might  have  sent  to  the  prior  parties  on  that  day. 

Money  paid  in  by  a  customer  expressly  for  the  purpose  of 
]  laying  a  bill  accepted  by  him,  payable  at  the  Bank,  and  lying 
there  for  payment,  must  be  appropriated  to  the  payment  of  that, 
bill,  and  cannot  be  carried  to  the  general  account  of  the 
customer. 

If  a  customer  becomes  bankrupt,  or  dies,  the  banker  must 
not  pay  any  of  his  cheques  or  bills,  after  receiving  notice  of  the 
fact,  because  the  property  in  the  customer's  money  has  gone,  in 
the  first  case,  to  his  creditors  or  assignees,  and  in  the  second  to 
bis  executors. 

A  banker  must  debit  his  customer's  account  with  cheques 
from  the  day  when  they  were  paid,  not  from  the  day  on  which 
they  are  drawn. 

A  cheque  cannot  be  the  subject  of  a  donatio  mortis  causd. 

29.  Besides  receiving  money  repayable  on  demand,  in  such 
sums  as  the  customer  pleases,  banks,  especially  joinl  stock 
banks,  receive  definite  sums  of  money  for  specific  times,  upon 
which  they  give  interest.  As  certificates  of  these,  they  give 
deposit  receipt*,  which  are  nol  transferable.  Every  time  that 
the  customer  augments  the  deposit,  the  interesl  is  added  to  the 
old  sum,  and  a  new  deposit  receipt  is  given.  So,  when  he  with- 
draws any  sum,  the  old  rcccipl  is  given  up  and  a  new  one  given 
in  exchange. 

30.  Other  banking  documents  oi  credit,  are  bankers^  drafts, 
letters  of  credit,  and  circular  notes.     If  a  customer  wishes  to 
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remit  money  from  one  place  to  another,  his  banker  gives  liitn  a 
draft  on  that  place,  payable  so  many  days  after  sight,  or,  if  it  is 
on  demand,  be  charges  a  certain  amount  of  interest.  There  arc 
fixed  times  and  sums  for  such  drafts  between  different  towns, 
and  these  times  and  sums  are  called  the  par  of  exchange,  be^ 
tween  them,  or  usance,  and  have  been  established  by  long 
custom. 

Many  banks  besides  these,  for  the  convenience  of  travellers, 
issue  letters  of  credit  to  a  fixed  amount,  which  their  customers 
can  present  to  any  of  the  bank's  correspondents  abroad,  or  cir- 
cular notes  for  fixed  amounts,  which  are  cashed  at  the  exchange 
of  the  day,  free  of  charge. 

31.  In  order  to  enable  a  customer  to  know  the  state  of  his 
account  with  his  banker,  the  latter  gives  him  a  transcript  of  his 
account  from  the  ledger.  This. is  called  a  Pass-book,  and  all  the 
customer's  dealings  are  entered  in  it.  The  customer  from  time  to 
time  returns  it  to  his  banker,  who  makes  the  proper  entries  in 
it,  and  gives  it  back  to  his  customer.  The  latter,  of  course,  has 
the  right  to  have  any  mistakes  corrected.  But  acquiescence  in 
the  pass-book  is  conclusive  evidence  of  the  course  of  dealing 
between  the  banker  and  customer.  If  any  change  in  either  firm 
take  place,  a  new  pass-book  should  be  given. 

Credit  given  in  a  pass-book  binds  the  banker,  unless  he  can 
clearly  shew  that  it  was  an  entry  by  mistake. 

But,  though  a  pass-book  being  acquiesced  in  is  evidence  of  the 
course  of  dealing  between  the  parties,  any  particular  entry,  of 
course,  is  not  conclusive  evidence,  if  it  be  proved  to  be  wrong. 

On  Banking  Investments. 

32.  Though  a  banker  is  bound  theoretically  to  repay  every 
one  of  his  customers  instantly  on  demand,  yet,  as  no  .man  what- 
ever would  spend  all  his  money  if  it  were  in  his  own  possession, 
but  would  keep  a  store  of  it,  and  spend  it  gradually,  so,  when 
he  keeps  it  at  his  banker's,  he  will  not  be  likely  to  require  it  all 
at  once,  but  will  keep  a  store  of  it  there,  just  as  he  would  have 
done  if  he  had  kept  it  at  home;  and  the  banker  is  able  to  trade 
with  it  in  a  variety  of  ways,  if  he  takes  care  to  keep  by  him 
sufficient  to  meet  any  demand  his  customers  are  likely  to  make 
on  him.  The  different  methods  in  which  a  banker  trades  with 
the  money  left  with  him  by  his  customers,  depend  very  much  on 
the  class  of  his  customers  and  their  occupations,  and  the  general 
business  of  the  locality  he  lives  in.  lie  must  adapt  his  business 
in  such  a  way  as  may  be  most  suitable  for  the  class  of  customers 
lie  lias  to  deal  with  ;  so  that  he  may  never  fail,  for  an  instant,  to 
meet  any  demand.  If  his  customers  are  chiefly  country  gentle- 
men, whose  rents  are  remitted  regularly,  and  who  draw  them 
only  for  family  expenditure,  he  may  calculate  pretty  accurately 
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on  the  demand  likely  to  be  made  on  him,  and  lie  may  lend  out 
his  funds  on  more  distant  securities  than  are  proper  in  other 
cases.  Such  are  chiefly  country  bankers  in  agricultural  districts, 
and  those  at  the  West  End  of  London. 

But  when  a  hanker  does  business  in  a  trading  community, 
who  are  in  constant  want  of  their  money,  and  whose  demands 
are  much  more  frequent  and  unexpected,  he  must  adopt  a  very 
different  line  of  business.  He  must  then  have  his  funds  within 
reach  at  a  very  short  notice,  and  he  ought  to  have  them  invested 
in  such  property  as  he  can  re-sell  on  a  very  short  notice,  to  meet 
any  unexpected  pressure  upon  him.  The  business  of  such  a 
banker  will  chiefly  consist  in  discounting  bills  of  exchange,  and 
is  of  a  distinct  nature  from  that  of  lending  money  on  mortgage. 

We  must  now  consider  the  various  methods  in  which 
bankers  trade.  They  are,  1st,  by  discounting  bills  of  exchange; 
2ndly,  by  advancing  to  their  customers  on  their  own  promissory 
notes,  with  or  without  collateral  security ;  3rdly,  by  means  of 
cash  credits,  or,  as  they  are  sometimes  called,  overdrawn  ac- 
counts; 4thly,  by  lending  money  on  mortgage;  5thly,  by  pur- 
chasing public  securities,  such  as  stock  or  Exchequer  bills. 

On  Discounting  Bills  of  Exchange. 

33.  In  Chapter  III.,  we  have  fully  explained  the  nature  and 
origin  of  bills  of  exchange — in  the  present  Chapter  we  have  only 
to  make  some  practical  observations  on  the  subject. 

If  an  abundant  supply  of  perfectly  good  bills  of  exchange  were 
always  to  be  had,  they  are,  no  doubt,  the  most  eligible  of 
banking  investments,  for  their  date  is  fixed,  and  the  banker 
always  knows  the  precise  day  when  his  money  will  come  back 
to  him.  lie  charges  the  profit  at  the  time  of  the  advance,  and 
he  gains  it,  whether  the  customer  draws  out  the  money  or  not  ; 
and,  in  a  large  bank,  it  must  often  happen  that  drawers,  ac- 
ceptors, and  payees,  are  all  customers  of  the  same  bank,  so  that, 
when  the  drawer  has  his  account  credited  with  the  proceeds  <>l 
the  hill,  and  draws  out  the  money,  so  tar  as  he  is  concerned,  in 
many  cases  it  must  happen  that  tlie  cheque  finds  its  way  to  some 
one  who  is  a  customer  of  the  same  bank,  and,  therefore,  the  bank 
has  reaped  profil  on  creating  a  credit,  which  is  simply  transferred 
from  one  account  to  another.  And  the  same  results  take  place 
much  more  frequently  by  means  of  the  system  of  clearing,  ex- 
plained in  the  next  Section,  by  which  all  (lie  banks  thai  join  in 
it,  are,  in  tact,  hut  one  greal  hanking  institution.  It"  it  should 
happen  that  a  customer  of  one  of  the  great  hanks  draws  a  cheque 
in  favour  of  the  customer  of  another,  the  chances  are,  that  some 

CUSl ei-    of   that     oilier    hank    has   done    precisely    the  same  in 

favour  of  a  customer  of  the  first  hank,  and  these  claims  are 
-ruled  lis  means  of  the  Clearing  [louse,  bj  being  set  oil'  one 
against  the  other,  without  any  demand    whatever  lor  coin.     The 
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more  perfect,  of  course,  the  clearing  system,  the  less  coin  will  be 
required.  Consequently,  the  great  part  of  banking  profits  are 
now  made  simply  by  creating  credits,  and  these  credits  are  paid, 
not  in  cash,  but  by  exchanging  them  for  other  credits. 

When  a  banker  discounts  a  bill  for  a  customer,  be  buys  it,  or 
purchases  it,  out  and  out  from  him,  and  acquires  all  his  cus- 
tomer's rights  in  it,  that  is,  of  bringing  an  action  against  all  the 
parties  to  it,  and  also  of  reselling  it  again  if  he  pleases,  or  re- 
discounting  it,  and  this  is  one  of  the  great  advantages  of 
discounting  bills,  that  if  there  be  an  unusual  pressure  for  cash  on 
the  banker,  he  can  resell  the  bills  he  has  bought. 

The  bills  a  banker,  then,  has  bought,  are  his  stock-in-trade. 
He  buys  them  from  his  own  customer  for  a  certain  price,  and 
sells  them  again  to  the  acceptor,  just  as  a  hosier  may  buy 
stockings  from  the  manufacturer,  and  sell  them  to  a  customer. 

When  a  banker  discounts  a  bill  he  writes  down  the  full 
amount  of  the  bill  to  the  credit  of  his  customer,  and  at  the  same 
time  he  debits  him  with  the  discount  on  it. 

We  have  observed  that  this  method  of  trading  is  more  pro- 
fitable than  interest,  and  the  profit  rapidly  increases  the  higher 
discount  is.  A  very  slight  consideration  will  shew  this.  Suppose 
a  money-lender  advances  money  at  50  per  cent,  interest.  He 
would  advance  his  customer  £100,  and  at  the  end  of  the  year 
receive  his  £100  back,  together  with  the  £50.  His  profits, 
therefore,  would  be  50  per  cent.  But  suppose  he  discounts  a 
bill  for  £100  at  50  per  cent.  He  would  only  actually  advance 
£50,  and  at  the  end  of  the  year  he  would  receive  £100,  con- 
sequently he  would  make  a  profit  of  100  per  cent. 

If  the  lender  lent  the  money  at  100  per  cent,  interest,  he  would 
advance  £100,  and  receive  £200  at  the  end  of  the  year.  If  he 
discounted  a  bill  at  100  per  cent.,  he  would  advance  nothing, 
and  receive  £100  at  the  end  of  the  year,  or  his  profit  would  be 
infinite  ! 

Now,  without  incumbering  ourselves  with  mathematical  for- 
mulae, we  may  give  a  table  shewing  the  difference  in  profit 
between  Interest  and  Discount : — 
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Table  shewing  the  profits  per  cent,  and  per  annum  at  Interest 
and  Discount. 


Interest. 

Discount. 

Interest. 

Discount. 

1 

1-010101 

9-311475 

1* 

1-522832 

9 

9-890109 

2 

2-040816 

H 

.    10-496132 

H 

2-564102 

10 

11-111111 

3 

3-092783 

15 

18-823529 

H 

3-626943 

20 

25-000000 

4 

4-166666 

30 

42-857142 

** 

4-701570 

40 

66-666666 

5 

5-263157 

50 

100-000000 

K-1 

°2- 

5-820105 

60 

150-000000 

6 

6-382968 

70 

233-000000 

81 

6-951871 

80 

400-000000 

1 

7-526881 

90 

900-000000 

H 

8-108108 

100 

Infinite. 

8 

8-695652 

A  consideration  of  this  table  will  explain  the  enormous  pro- 
fits made  by  bankers  when  discount  is  high,  and  also  shew  what 
discounting  a  bill  at  50  and  60  percent. — which  we  occasionally 
hear  of  in  courts  of  law — means. 

The  system  of  discounting  bills  is  intended  to  be  the  sale  of 
bond  fide  debts  for  work  done,  or  for  property  actually  trans- 
ferred from  one  party  to  another,  and  there  is  nothing  that 
requires  more  sleepless  vigilance  on  the  part  of  a  banker  than 
to  take  care  that  the  debts  he  buys  are  genuine  and  not  fictitious 
ones.  When  bills  are  offered  for  sale,  he  ought  to  know  whose 
debt  it  is  that  he  is  buying,  and  he  ought  to  be  able  to  form 
some  conjecture  as  to  the  course  of  dealing  between  the  parties, 
which  could  give  rise  to  the  bill.  Bills  should  no1  only  be 
among  traders,  but  only  according  to  a  particular  course  of  trade. 
We  will  speak  of  real  debts  in  the  firs!  place;  and  these  may 
arise  in  a  number  of  differenl  ways.  First,  between  traders  in 
the  same  business,  and,  secondly,  between  traders  in  different 

species  of  business,  but  yet  lor  work  done.  [f  \\  e  take  the  case 
of  manufactured  or  imported  goods,  there  are  usually  three 
stages  they  pass  through — 1st,  from  the  manufacturer  or  im- 
porter to  the  wholesale  dealer;  L'ndly,  from  the  wholesale 
dealer  to  the  retail  dealer  ;  and  :irdly,  from  the  retail  dealer  to 
the  consumer.  Each  transfer  of  property  may  give  rise  to  a  bill ; 
but,  of  these,  the  first  two  are    by  far  the  most    eligible,  and   are 
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mosl  peculiarly  suitable  for  a  banker  to  buy,  the  third  should 
only  be  purchased  with  very  great  caution,  and  but  rarely. 

There  arc  other  eases  of  good  trade  bills,  when  one  business 
requires  the  supply  of  different  productions,  such  as  a  builder 
requires  supplies  of  wood,  lead,  slates,  bricks,  and  other 
materials. 

Hence,  a  bill  of  a  wood  merchant,  or  a  lead  merchant,  on  a 
builder,  would  be  a  very  natural  proceeding,  and  apparently  a 
proper  trade  bill.  Again,  bills  may  legitimately  arise  between 
traders  of  wholly  different  descriptions,  but  yet  for  work  done. 
Tims,  if  a  builder  fits  up  premises  for  a  shopkeeper  or  merchant, 
a  bill  between  the  parties  for  the  work  done  is  a  very  legitimate 
one  for  a  banker  to  discount.  All  these  bills,  therefore,  follow 
the  natural  course  of  trade,  and  carry  the  appearance,  on  the 
face  of  them,  of  being  genuine. 

But  if  a  banker  sees  bills  drawn  against  the  natural  stream 
of  trade,  it  should  instantly  rouse  his  suspicion.  Thus,  a 
bill  drawn  by  a  wholesale  dealer  upon  a  manufacturer,  or  by  a 
retail  dealer  upon  a  wholesale  dealer,  would  be  contrary  to  the 
natural  course  of  trade,  and  should  arouse  suspicion.  A  bill 
drawn  by  a  lead  merchant  upon  a  builder  would  be  proper  on 
the  face  of  it,  if  there  were  nothing  to  excite  suspicion ;  but  a 
bill  of  a  builder  upon  a  lead  merchant  would  be  suspicious, 
unless  it  were  satisfactorily  explained.  Moreover,  bills  of  one 
person  upon  another  doing  the  same  business  are  suspicious 
upon  the  face  of  them.  Thus,  a  bill  of  one  manufacturer  upon 
another  in  the  same  business,  or  between  one  wholesale  dealer 
and  another,  are  evidently  suspicious,  because  there  is  no  usual 
course  of  dealing  between  them.  Besides,  such  bills  are  chiefly 
generated  hi  speculative  times,  when  commodities  change  hands 
repeatedly,  on  speculation  that  the  prices  will  rise.  Bankers 
should  be  particularly  on  their  guard  against  buying  bills  drawn 
against  articles  which  are  at  an  extravagant  price,  in  times  of 
speculation. 

As  it  by  no  means  commonly  happens  that  the  drawers  and 
acceptors  of  bills  are  customers  of  the  same  bank,  the  banker  is 
prima  fade  influenced  by  the  respectability  of  his  own  customer, 
who  is  the  drawer  or  indorser  of  the  bill.  He  ought,  however, 
to  acquire  specific  information  regarding  the  persons  upon 
whom  his  customers  are  in  the  habit  of  drawing,  and  satisfy 
himself  that  they  are  likely  to  be  genuine  bills.  And  this 
vigilance  should  never  be  relaxed  in  any  case  whatever.  We 
hold  it  to  be  utterly  contrary  to  all  sound  banking  to  take  bills 
merely  on  the  supposed  respectability  of  the  customer.  But  we 
believe  it  to  be  far  too  common  a  practice  to  look  merely  to  the 
customer's  account.  Customers  begin  by  getting  the  character 
of  being  respectable — they  bring,  perhaps,  good  Mils  at  first — 
and    keep  good   balances;    and   their  bills  are  punctually   met. 
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This  regularity  and  punctuality  are  very  apt  to  throw  a  banker 
offhis guard.  *  lie  thinks  his  customer  is  a  most  respectable  man, 
doing  a  gqpd  business ;  all  the  bills  are  taken  to  be  trade  bills. 
By-and-by  the  customer  applies  for  an  increased  discount  limit, 
on  account  of  his  flourishing  business.  The  banker  is  only  too 
happy  to  accommodate  so  promising  a  customer.  His  discounts 
swell,  and  his  balances  diminish,  but  his  bills  are  still  well  met. 
However,  the  times  come,  perhaps,  when  the  banker  thinks  it 
prudent  to  contract  his  business  generally,  and  this  may  be  one 
of  the  accounts  he  may  think  it  expedient  to  reduce  ;  and  then 
he  makes  the  pleasant  discovery  that  there  are  no  such  persons 
at  all  as  the  acceptors,  and  that  the  funds  for  meeting  all  these 
bills  have  been  got  from  himself ! 

Such  cases  as  these  are  not  unlikely  to  happen  when  London 
houses  supply  small  country  tradesmen,  and  draw  bills  on  them. 
When  a  man  has  established  a  good  character,  it  is  impossible 
to  require  information  about  every  bill  before  it  is  discounted ; 
but  we  do  not  hesitate  to  say,  that  it  is  of  the  first  importance 
that  a  banker  should  be  constantly  probing  his  customer's  ac- 
counts, and  get  information  of  the  persons  they  draw  upon.  It 
was  wittily  said  by  some  one  (Lord  Halifax,  we  believe)  "  that 
man  in  this  world  is  saved  chiefly  by  want  of  faith."  This  is 
eminently  true  of  banking.  A  banker  should  have  faith  in  no 
man.  The  amount  of  villainy  and  rascality  which  is  practised 
by  means  of  accommodation  and  fictitious  and  forged  bills, 
would  exceed  belief,  if  such  disclosures  were  made  public. 
However,  it  is  contrary  to  the  policy  of  bankers  to  allow  it  to  be 
known  how  they  are  robbed  and  cheated.  Their  interest  covers 
a  multitude  of  sins.  If  criminals  were  prosecuted  according  to 
their  merits,  the  calendar  would  swell  up  to  a  frightful  exteui. 
There  is,  probably,  no  class  of  society  who  see  felonies  com- 
mitted so  frequently  as  bankers,  and  are  necessitated  to  let  them 
go  unrepressed  and  unpunished.  The  number  of  unconvicted 
felons  that  go  about  with  impunity  in  the  commercial  world  is 
something  horrible;  and  there  is  reason  to  fear  that  such  things 
are  encouraged  by  the  too  easy  faith  reposed  in  their  customers 
by  bankers.  If  hankers  were  more  vigilant  in  scrutinizing  their 
customers'  accounts,  many  would  have  been  cut  short  in  a  career 
of  crime — of  accumulated  robberies,  which  generally  terminate 
in  disaster  to  the  bank. 

As  it  is  contrary  to  all  sound  principles  of  banking  to  dis- 
count bills  solely  on  the  customer's  respectability,  as  appearing 
from  bis  account,  so  any  customer  should  he  regarded  with 
suspicion  who  is  not  ready  and  willing  to  communicate  informa- 
tion to  his  banker  aboul   his  affairs.     If  he  will  not  candidly 

Communicate  the    state  of  his   affairs    t'>   his    hanker,  how  can  he 

expect  him  to  give  him  assistance  in  the  day  of  trouble?  Some 
customers,  however,  are  mightih  indignani  if  their  banker  wil 
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not  discount  their  bills  on  the  strength  of  their  names  without 
regard  to  the  acceptor.  But  as  such  a  practice  is  contrary 
to  sound  banking,  so  it  will  invariably  be  found  that  these 
are  not  desirable  customers  to  have,  and  it  would  be  well 
for  a  banker  quietly  to  shake  off  his  connection  with  them, 
as,  in  the  long  run,  they  will  probably  bring  him  more  loss  than 
profit. 

So  much  for  discounting  bills  of  exchange,  which  consists  of 
buying  debts,  and  not  lending  money.  A  banker,  however,  may 
not  always  be  able  to  find  a  sufficient  quantity  of  debts  to  buy,  to 
absorb  all  his  disposable  funds,  or  he  may  not  choose  to  employ 
them  all  in  that  manner  ;  and  some  of  his  customers  may  want 
a  temporary  loan  on  security,  who  have  no  bills  to  sell.  The 
banker  takes  his  customer's  promissory  note  for  the  sum  payable 
at  the  date  agreed  upon,  and  also  a  deposit  of  the  convertible 
security  as  collateral  security.  He  does  not  advance  on  the  goods 
or  security  itself — that  is  the  business  of  a  pawnbroker — but  on 
the  personal  obligation  of  his  customer,  and  the  securities  are 
only  to  be  resorted  to  in  case  of  the  failure  of  the  customer 
to  pay  his  debt.  These  convertible  securities  are  chiefly  public 
stock,  Bank  stock,  India  bonds,  shares  in  all  sorts  of  companies, 
railway,  bank,  insurance,  &c,  &c,  dock  warrants,  bills  of  lading. 
Whenever  he  takes  any  of  these  as  collateral  security,  he  ought 
to  have  a  power  of  sale  from  his  customer,  in  case  he  fails  to 
discharge  his  obligation.  These  loans,  though  often  they  may 
be  made  to  respectable  customers,  are  not  desirable  advances  for 
a  banker  to  make,  and  he  should  be  chary  in  encouraging  them 
too  much,  for  they  frequently  are  demanded  from  the  borrower 
having  locked  up  too  much  of  his  funds  in  an  unavailable  form; 
consequently,  there  is  much  danger  of  the  obligations  not  being 
paid  at  maturity,  and  then  come  requests  for  renewals,  and  the 
banker  is  either  driven  to  the  unpleasant  necessity  of  realizing 
this  security,  or  else  having  his  temporary  advance  converted 
into  a  dead  loan. 

Persons  who  seek  for  such  advances  habitually,  are  most  pro- 
bably speculating  in  joint  stock  companies'  shares.  They  buy 
up  shares  on  speculation,  which  they  hope  will  advance  in  price  ; 
they  then  wish  to  pledge  the  shares  they  have  already  bought 
to  purchase  more,  then  perhaps,  a  turn  in  the  market  comes,  and 
the  value  of  the  whole  goes  down  rapidly;  they  are  unable  to 
pay  their  note,  and  the  banker  may  perhaps  have  to  realize  the 
shares  at  a  loss.  During  the  railway  mania  of  1845,  a  number 
.  of  banks,  called  exchange  banks,  were  founded  expressly  on  this 
principle  of  making  advances  on  joint  stock  companies1  shares, 
especially  railway  shares;  but  they  have  all  been  ruined,  and 
some  of  them,  we  believe,  suffered  frightful  losses  from  the 
great   fall  in  the  value  of  railway  stock. 

The  objection    to    such    transactions    in  a  banking    point  of 
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view  is  that  the  promissory  notes  of  these  customers  and  their 
securities  are  not  available  to  the  hanker  in  case  he  is  pressed 
for  money.  Moreover,  they  are  barren,  isolated  transactions, 
which  lead  to  nothing  :  whereas  a  discount  account  promotes 
commerce,  and  grows  more  profitable  as  the  business  of  the 
customer  increases. 

There  is  also  a  very  important  point  to  he  considered  in  the 
shares  of  many  companies  which  are  offered  as  collateral  security, 
that,  by  the  deeds  of  the  companies,  no  property  in  the  shares 
passes,  except  by  the  registration  of  the  name  of  the  holder  in  their 
books.  Now,  while  the  customer  is  in  good  circumstances,  there 
may  be  no  danger;  but  if  he  becomes  bankrupt,  the  banker  is 
not  entitled  to  retain  the  shares  against  the  other  creditors. 
If  the  bankrupt  is  the  registered  owner  of  the  shares,  his  creditors 
are  entitled  to  them,  consequently,  if  the  banker  means  to  com- 
plete, his  security,  he  must  have  himself  registered  as  the  owner 
of  the  shares,  and  thereby  becomes  a  partner  in  a  multitude  of 
joint  stock  companies,  of  whose  condition  he  can  know  nothing. 
Then,  perhaps,  calls  are  made,  and  the  banker  finds  that,  instead 
of  buying  a  security,  he  has  bought  a  liability,  and  he  must  pay 
up  the  calls,  or  forfeit  the  shares. 

All  such  advances,  therefore,  should  be  made  very  sparingly, 
and  only  with  such  surplus  cash  as  the  banker  may  not  be  a  Me 
to  employ  in  buying  good  bills  ;  and  they  should  only  be  made 
to  such  persons  as  he  believes  to  be  perfectly  safe,  without  the 
deposit  of  the  security.  No  banker  would  make  such  an  advance 
if  he  really  believed  that  he  should  be  obliged  to  realize 
the  security  to  repay  himself,  as  such  proceedings  will  always 
make  a  soreness  between  himself  and  his  customer,  who  will 
be  averse  to  seeing  his  property  sold  at  a  sacrifice,  as  he  may 
call  it. 

Advances  on  dock  warrants,  and  other  similar  securities,  are 
also  liable  to  many  similar  objections,  and  should  he  very 
sparingly  done,  as  they  subject  a  banker  to  much  trouble  beyond 
the  line  of  his  proper  business,  and  are  indications  of  weakness 
in  a  customer.  Many  customers  will  expect  to  have  loans  upon 
leasehold  or  freehold  property  left  as  security,  but  these  are  the 
most  objectionable  of  all  as  collateral  securities.  Many,  if  not  the 
greater  portion  of  leases,  prohibit  the  tenant  letting  the  property, 
without  the  written  permission  of  the  landlord,  consequently 
such  leasehold  property  is  no  security  at  all  to  a  banker.  Free- 
hold property  is  not  exposed  to  this  disadvantage,  but  the  process 
of  realization  is  so  uncertain,  and  long,  and  tedious,  that  it  is 
perfectly  unavailable  to  the  hanker  in  case  of  necessity.  In  lad, 
we  believe  the  best  rule  in  all  cases  of  loans  with  collateral  securil  y 
(except  in  such  instances  as  public  stock)  is  to  avoid,  as  much  as 
possible,  making  then:  to  any  one  alio  is  not  perfectly  good 
without  them. 
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34.  The  objection  to  cash  credits  on  the  part  of  London 
bankers  is  exactly  similar  to  advances  on  mortgage,  that  in 
time  of  pressure  it  is  very  difficult  to  call  up  the  advances, 
and  the  securities  are  not  generally  realizable.  But  if  cash 
credits  are  objectionable  still  more  are  purchases  of  foreign 
securities,  such  as  stock  in  foreign  railways.  Many  of  the 
Joint  Stock  Banks  that  stopped  payment  during  the  crises  of 
1857  and  1866  sinned  grievously  in  this  respect  of  locking  iq> 
their  funds  in  foreign  countries. 

If  temporary  loans  on  real  property  are  objectionable  as 
securities  to  City  bankers,  much  more  so  are  mortgages,  which 
are  intended  by  their  very  nature  to  last  for  years.  Such 
transactions  are,  therefore,  chiefly  confined  to  country  bankers, 
and  those  at  the  West-end  of  London,  whose  connections  lie 
more  among  the  landed  than  the  commercial  interest,  and  who 
are  not  liable  to  be  called  upon  so  suddenly  for  cash. 

35.  Besides  these  operations,  all  of  which  are  founded  upon 
personal  liability — all  of  which  contain  personal  obligations  to 
pay  fixed  sums  of  money,  and  are,  therefore,  dealings  in 
"  currency" — bankers  usually  invest  part  of  their  funds  in  public 
securities,  which  are  supposed  to  be  more  readily  convertible 
into  cash  than  others.  Public  securities  are  of  two  descrip- 
tions— the  one  "  currency,  or  securities  for  money,"  such  as 
Exchequer  bills — the  other  "  property,  or  convertible  securities," 
such  as  stock,  or  the  funds;  the  former  being  an  engagement 
on  the  part  of  the  Exchequer  to  pay  a  certain  sum  of  money, 
like  any  other  bill ;  and  the  latter  being  no  engagement  to 
repay  any  fixed  sum  at  all,  but  only  a  fixed  rent,  or  sum,  for 
its  use.  The  public  funds  are  a  great  estate,  of  which  the 
nation  is  tenant,  and  pays  a  rent  for  it,  solely  guaranteed  by  the 
public  faith. 

Each  description  of  public  securities  has  its  advantages  and 
disadvantages.  The  interest  on  public  stock  will  be  found,  in 
the  long  run,  to  be  higher  than  those  on  other  descriptions  of 
public  securities;  but  there  is  this  serious  consideration,  that 
the  value  of  these  stocks  is  so  extremely  fluctuating,  that  when 
any  public  crisis  comes,  and  bankers  wish  to  sell  their  stock,  they 
may  sustain  very  great  loss.  In  the  week  of  the  great  crisis  of 
1847,  when  many  banks  had  to  sell  stock  to  provide  for  contin- 
gencies, the  losses  were  immense  when  they  bought  in  again  to 
replace  it.  Another  disadvantage  regarding  stock  is,  that  all 
the  transactions  of  bankers  must  become  known,  as  they  have  to 
transfer  it.  Exchequer  bills  have  this  advantage,  that  a  banker 
can  deal  in  them  without  its  being  known  to  any  one  but  the 
broker.  Exchequer  bills,  being,  like  any  other  promissory  notes, 
an  engagement  of  the  Government  to  pay  a  definite  sum  of  money, 
it  is  not  probable  that  the  banker  can  ever  lose  so  much  on  them 
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as  on  stock.  In  order  to  prevent  Exchequer  bills  falling  to  a 
discount,  they  always  bear  interest,  and,  in  consequence  of  this, 
are  usually  at  a  premium;  and  when,  by  the  change  in  the  markel 

rate  of  interest,  they  fall  to  a  discount,  the  interest  upon  them  is 
usually  raised.  From  these  circumstances,  the  profit  of  invest- 
ing in  Exchequer  bills  is  less  than  that  from  stock. 

36.  Bankers  collect  money  from  those  who  have  it  to  spare,  and 
advance  it,  or  its  equivalent,  to  those  who  require  it.  They  may 
sometimes,  themselves,  be  in  a  similar  predicament.  Sometimes 
they  may  have  more  by  them  than  they  have  employment  for; 
sometimes,  from  unusual  demands,  they  may  be  in  want  of 
temporary  advances.  There  is  a  class  of  persons  who  undertake 
this  great  equalizing  process — namely,  the  bill  brokers.  They 
go  the  round  of  the  bankers  every  morning,  and  borrow  from 
those  who  have  to  lend,  and  lend  to  those  who  want  to  borrow. 

:;7.  At  the  present  day,  the  principle  of  association  has  been 
developed  to  a  much  greater  degree  than  ever  it  was  before, 
companies  are  being  formed  for  all  manner  of  purposes.  When 
these  companies  apply  to  open  an  account  with  a  banker,  it  will 
generally  be  found  that  they  want  accommodation.  But  a  banker 
should  very  rarely  indeed  accommodate  the  company,  of  whose 
affairs  he  can  know  very  little.  Pie  should  never  grant  accommoda- 
tion to  such  a  company,  unlesshe  is  well  assured  of  the  responsi- 
bility and  respectability  of  the  directors  themselves;  and  if  he 
allows  the  company  to  have  accommodation,  it  should  be  only  on 
the  personal  liability  of  the  directors.  He  should  require  from 
them  a  joint  and  several  note,  payable  on  demand,  reserving  his 
right  against  the  company  only  as  a  collateral  security.  This 
course  will  be  found  to  be  attended  with  many  advantages, 
because,  if  anything  goes  wrong  with  the  company,  he  has  an 
immediate  remedy  without  any  trouble.  Whereas,  if  the  com- 
pany goes  into  the  Winding-up  Court,  it  will  be  a  considerable 
time  before  his  claim  can  be  settled;  and  then  there  may  be  some 
technical  objection.  The  contributor  may  say  the  directors  had 
no  righl  to  draw  bills  by  the  constitution  of  the  company,  or 
they  may  have  exceeded  their  power;  and  then  he  may  have  to 
contest  his  claim  through  a  number  of  different  courts,  bringing 
him  nothing  but  vexation  and  anxiety. 


SECTION   II. 

ON  THE  CLEARING  SYSTEM. 

On  the  System  op  Exchanges  adopted  by  the  French 
Merchants  at  the  Fair  of  Lyons — The  System  of 
Exchanges  adopted  by  the  Scotch  Banks  —  The 
Clearing  House  of  London. 

1.  In  Chap.  L,  sec.  13,  we  pointed  out  that  the  quantity  of 
money  in  any  country  \>ove  no  necessary  relation  Avhatever  to 
the  quantity  of  goods,  &c,  in  it,  as  has  sometimes  been  sup- 
posed ;  the  quantity  of  money  required,  depended  very  much  on 
different  methods  adopted  to  settle  business  transactions.  We 
shall  now  shew  the  important  practical  consequences  of  this 
doctrine,  and  how  erroneous  certain  prevalent  doctrines  are 
concerning  the  currency. 

2.  Boisguillebert,  in  his  Dissertation  stir  la  nature  des 
richesses,  one  of  the  earliest  treatises  on  Political  Economy,  a 
work  full  of  interest,  and  which  well  deserves  attention,  from  its 
being  one  of  the  ablest  of  the  early  refutations  of  the  Mercantile 
Theory,  mentions  the  fair  at  Lyons,  where  it  was  customary  for 
merchants  to  balance  their  debts  without  the  payment  of  money. 
This  custom  we  believe  began  in  the  16th  century.  There  was 
a  great  annual  fair  at  Lyons,  and  the  French  merchants,  instead 
of  making  their  bills  payable  every  three  months  or  so,  by  which 
they  would  have  had  to  keep  a  stock  of  bullion  ready  to  meet 
them,  and  unemployed,  made  them  payable  only  at  the  fair  of 
Lyons.  The  bills  circulated  through  the  country,  and  got, 
perhaps,  covered  with  indorsements.  At  a  certain  period  during 
the  fair,  the  merchants  met  for  a  general  settlement  and  adjust- 
ment of  accounts,  and  Boisguillebert  says  that  by  this  means 
transactions  to  the  amount  of  80,000,000  were  settled  without 
a  sou  in  money. 

We  thus  see  how  erroneous  is  the  supposition  that  all  bills  of 
exchange  are  finally  settled  in  money.  Even  at  this  early' 
period  the  French  merchants  had  found  out  the  advantage  of 
periodically  meeting  to  adjust  their  debts  by  a  mutual  release  of 
them,  rather  than  by  payment  in  money.  The  same  practice, 
we  believe,  was  usual  at  other  fairs.  Now  these  bills  had  passed 
through  many  hands,  and  had  performed  many  exchanges  before 
they  were  exchanged  and  extinguished,  and  in  this  respect  they 
were  equivalent  to  money. 

3.  The  first  plan  of  this  kind  in  this  country,  that  we  are  aware 
of,  was  that  adopted  by  the  banks  at  Edinburgh.  For  a  consider- 
able period  there,  the  rival  banks  used  to  do  all  they  could  to  injure 
each   other.     It  was  no  uncommon  thing  for  them  to  collect  a 
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large  quantity  of  each  others'  notes,  and  present  them  for  payment, 
in  the  hope  of  ruining  their  rivals.  At  last,  however,  they  became 
sensible  that  this  undignified  conduct  was  mutually  injurious, 
and  they  agreed  that  they  should  meet  twice  a  week,  and  adjust 
their  respective  claims,  and  that  they  should  make  no  demand 
on  each  other,  except  at  these  times.  This  exchange  was  made 
alternately  at  the  offices  of  the  Bank  of  Scotland  and  the  Royal 
Bank.  The  different  Edinburgh  banks  acted  as  agents  for  the 
provincial  banks  of  issue,  so  that  by  this  means  all  the  banks  in 
Scotland  Avere  brought  into  the  "  Clearing  Room."  The  clerk 
of  each  bank  made  out  a  list  of  his  claims  against,  and  liabilities 
to,  each  of  the  others,  and  each  bank  used  formerly  to  settle  its 
debts  by  a  draft  at  ten  days  on  London.  This  method  of  settle- 
ment, however,  being  inconvenient,  a  new  plan  was  adopted. 
Every  bank  in  the  Clearing  House  is  obliged  to  purchase  a  cer- 
tain  number  of  £1,000  Exchequer  bills,  proportioned  to  its 
average  circulation,  and  the  balances  are  paid  by  means  of  these 
Exchequer  bills.  Sums  under  £1,000  are  paid  by  means  of  the 
£100  notes  of  the  Bank  of  England,  or  the  Bank  of  Scotland,  the 
Royal  Bank,  or  the  British  Linen  Company.  The  following 
rides  explain  the  system  : — 

Regulations  for  Settling  the  Rank  Exclianges  at  Edinburgh. 

1.  There  shall  be,  every  Thursday  morning,  an  exchange  of  the 
notes  collected  on  Monday,  Tuesday,  and  Wednesday;  and 
every  Saturday  an  exchange  of  the  notes  collected  on  Thursday, 
Friday,  and  Saturday.  The  balances  struck  on  Saturday  shall, 
with  the  Glasgow  and  country  exchange  receipts,  be  settled  on 
Monday.  The  balances  struck  on  Thursday  shall  be  settled  on 
the  same  day;  and  this  settlement  shall  include  the  country 
exchange  receipts  of  Wednesday,  and  the  Glasgow  receipts  on 
Thursday.  The  exchange  on  Saturday  shall  not  be  interrupted 
by  holidays ;  but  on  these  occasions  it  shall  commence  at  1  mil- 
past  nine  o'clock  a.m.;  when  Monday  is  a  holiday,  the  settlement 
shall  be  made  on  Tuesday. 

2.  When  exchanges  are  established  m  provincial  towns,  the 
notes  received  at  the  exchanging  agencies  there,  must  wait  for 
the  return  of  the  next  local  exchange  day;  and  musl  under  no 
pretext  be  forwarded  to  meet  the  exchanges  in  Edinburgh,  or 
at  the  other  agencies. 

3.  All  payments  of  balances  shall  be  made  in  Kxehequer  bills 
of  £1,000  each,  the  thousands  of  the  balance  to  indicate  the 
number  of  Exchequer  bills ;  ii  being  understood  that  Bank  of 
Scotland,  Royal  Bank,  or  British  Linen  Company  notes  of  £100 
each,  or  Bank  of  England  notes  of  £100  and  upwards,  or  gold 
shall  be  employed  to  pay  fractional  parts  of  £1,000  only. 

4.  The  amount  of  Exchequer  bills  to  be  kept,  in  the  exchange 
circle  is  apportioned  as   follows: — The  Bank  of  Scotland,  the 
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RoyaJ  Back,  the  British  Linen  Company,  the  Commercial  Bank, 
the  National  Dank,  the  Union  Bank, — £24,000  each;  the  Clydes- 
dale Bank,  and  the  City  of  Glasgow  Bank,  £12,000  each. 

5.  Exchequer  bills  put  into  the  circle,  to  be  filled  up,  payable 
to  the  banks  which  have  originally  contributed  them,  and  to  be 
blank  indorsed  when  first  paid  away.  They  shall  be  registered, 
before  they  are  put  into  the  circle,  in  a  book  kept  in  the  Bank  of 
Scotland  for  the  purpose,  and  shall  bear  the  distinguishing  mark 
of  "Edinburgh  Exchange  Bill"  affixed  by  the  Bank  of  Scot- 
land, shewing  that  they  belong  to  the  Edinburgh  exchanges,  and 
are  not  to  be  used  for  any  other  purpose  whatever. 

6.  All  the  Exchequer  bills  placed  and  retained  in  the  Exchange 
circle,  bear  an  uniform  rate  of  interest,  and  shall  be  paid  and  re- 
ceived in  the  exchanges  at  their  nominal  par  value,  with  the  interest 
accrued;  and,  when  they  are  withdrawn,  in  consequence  of  being 
called  in,  or  from  an  alteration  in  the  rate  of  interest,  a  voucher 
shall  be  issued  for  each  Exchequer  bill  by  the  banks  by  whom 
they  were  provided,  to  pass  as  such,  till  replaced  by  the  new 
bills,  in  course  of  post,  after  they  are  issued  from  the  Exchequer. 

V.  As  Exchequer  bills  may  be  expected  to  accumulate  oc- 
casionally with  some  of  the  banks,  while  the  stock, of  others  is 
exhausted,  or  becomes  low,  the  parties  holding  the  greatest 
amount  of  bills  shall  be  bound  to  sell  to  the  parties  in  want  of 
them,  who  shall,  on  the  other  hand,  be  obliged  to  buy  ;  but,  the 
holders  shall  not  be  required  to  reduce  their  stock  of  Exchequer 
bills,  by  selling  below  an  excess  of  two-thirds  over  their  original 
quota,  unless  necessary  for  the  settlements  ;  and  parties  whose 
stock  of  bills  is  short,  shall  not  be  required  to  purchase  more 
than  will  make  up  their  stock  to  one-third  of  their  original  quota. 

8.  Purchasers  of  Exchequer  bills  shall  buy  from  parties  holding 
the  largest  proportional  amount  with  reference  to  their  original 
quota,  and  two-thirds  more;  and  the  party  holding  the  largest 
proportion  shall  have  a  continued  preference  in  selling  to  one  or 
more  purchasers,  until  the  stock  of  the  selling  bank  is  reduced  to 
t  w<  (-thirds  above  their  original  quota,  when  the  next  largest  propor- 
tional holder  at  the  time  shall  have  the  preference  and  so  on. 

9.  Exchequer  bills  bought  shall  be  paid  for  by  drafts  on  Lon- 
don bankers,  at  five  days'  date ;  and  the  purchasers  of  Exchequer 
bills  shall  pay,  in  addition  to  the  principal  sums  in  the  bills,  the 
growing  interest,  at  the  rate  allowed  by  the  Exchequer,  up  to 
the  date  of  the  drafts  falling  due  in  London,  and  shall  furnish 
stamps  for  the  drafts. 

10.  Transactions  in  the  purchase  and  sale  of  exchange  bills 
may  be  made  on  either  of  the  settling  days  of  the  week  ;  but, 
they  shall  be  made  only  in  the  exchange  room,  and  solely  for 
the  settlement  of  the  exchange;  and  no  private  transactions 
of  this  kind,  between  bank  and  bank,  shall  be  permitted,  so  that 
the  number  of  Exchequer  bills  in  the  hands  of  any  one  party, 
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after  the  exchanges  are  so  settled,  shall  be  the  number  returned 
on  the  next  exchange  day. 

11.  In  the  event  of  any  exchange  draft  being  dishonored, 
without  prompt  and  most  satisfactory  explanation  of  the  cause, 
the  bank  issuing  such  draft  shall  be  immediately  excluded  from 
the  Clearing  Room,  and  their  notes  shall  be  refused  in  all  future 
transactions  with  the  public. 

12.  The  exchanges  shall  be  made  alternately — on  Thursdays  in 
the  Bank  of  Scotland,  and  on  Saturdays  (with  the  relative  settle- 
ment on  Mondays)  in  the  Royal  Bank  ;  and  these  banks  will  under- 
take to  receive  from  the  banks  which  are  debtors,  and  to  pay  to 
the  banks  which  are  creditors,  in  the  exchanges,  the  Exchequer 
bills,  Bank  of  England  and  other  notes,  and  gold,  which  are  passed 
in  payment  of  the  balances;  but  the  Bank  of  Scotland  and  the 
Royal  Bank  shall  not,  nor  shall  either  of  them,  be  in  any  way  re- 
sponsible for  the  exchange  transactions,  nor  otherwise  soever. 

13.  The  clerks  of  the  different  banks  shall  appear  in  the 
Clearing  Room  at  ten  a.m.  on  Thursdays  and  Saturdays,  and, 
before  the  exchange  operations  commence,  they  shall  write  down 
on  the  board  allotted  for  the  purpose  the  amount  of  Exchequer 
bills  held  by  the  banks  they  represent ;  and,  alter  the  balances 
are  struck  and  ascertained  on  the  settling  days,  they  shall  mark 
on  the  same  board  the  Exchequer  bills  which  will  be  in  their 
hands  after  the  balances  are  settled  by  the  Bank  of  Scotland 
and  Royal  Bank;  and  this  is  to  be  considered  the  number  on 
which  all  transactions  in  the  purchase  and  sale  of  Exchequer 
bills  for  that  day  shall  be  founded. 

14.  After  the  balances  are  struck  on  Thursdays  and  Mondays, 
statements  of  the  same  shall  be  conveyed  to  the  respective  banks 
by  their  own  clerks,  who  shall  afterwards  attend  in  the  Clearing- 
Room,  to  pay  and  receive  the  balances  due,  at  half-past  eleven 
o'clock  on  Mondays,  and  at  half-past  three  o'clock  on  Thursdays, 
after  the  vouchers  of  the  balances  of  the  Glasgow  exchange  of 
that  day  are  received.  These  are  to  be  conveyed  by  a  special 
messenger  from  the  Glasgow  banks  of  issue  alternately,  and  to 
be  delivered  by  him  personally  at  the  banks  to  whom  they  are 
addressed  in  Edinburgh. 

15.  The  British  Linen  Company  having,  from  a  desire  to 
promote  the  general  convenience,  consented  to  forego  the 
advantage  they  have  hitherto  enjoyed  of  making  their  whole 
exchanges  with  banks  junior  to  themselves  within  their  own 
office,  no  certified  statements  of  their  separate  exchanges  will 
henceforth  be  necessary. 

16.  The  seventh  and  eighth  regulations  will  tend  in  a  great 
degree  to  equalize  the  amount  of  Exchequer  bills  among  the 
different  banks;  but  as  it  may  possibly  happen,  notwithstanding, 
from  some  peculiar  stale  of  the  exchanges,  that  Exchequer  bills 
may  accumulate  in   the  hands  of  one  bank  to  a  considerable 
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amount  beyond  its  quota,  and  two-thirds  more,  without  the 
power  of  sale  to  any  other  bank,  according  to  the  above  regula- 
tions, then  that  bank,  when  the  amount  on  hand  exceeds  fifty- 
seven,  may  require  the  bank  holding  the  fewest  number,  although 
not  under  one-third  of  their  quota,  to  purchase  up  to  their  quota, 
and  so  on  to  the  next  lowest,  until  the  stock  of  the  selling  bank 
shall  be  reduced  to  the  original  quota  and  two-thirds  more. 

17.  Refers  to  a  schedule  at  which  sales  and  purchase  of 
Exchequer  bills  are  to  proceed. 

18.  All  the  exchanging  banks  shall  have  free  access,  at  such 
times  as  may  be  convenient,  to  the  record  of  the  exchange 
transactions. 

19.  The  subscribers  having  framed  these  regulations  with  the 
view  to  keep  the  circulation  of  Scotland  in  a  sound  state,  as  well 
as  to  give  facility  in  the  settlement  of  their  balance  of  notes 
issued  in  the  fair  way  of  business,  aud  being  of  opinion  that  it  is 
discreditable  to  a  bank  of  issue  to  force  its  notes  into  circulation 
by  exchanging  them  for  other  notes  in  the  circle,  they  resolve 
to  check  and  discourage  any  such  irregular  issues  by  every 
means  in  their  power. 

20.  It  is  further  understood  and  agreed,  in  consideration  of 
the  circulation  of  each  bank  (other  than  what  may  be  issued 
against  gold  and  silver  coin)  being  fixed  and  limited  by  the  Act 
8  and  9  Vict.,  c.  38,  that  the  banks  shall  bring  to  the  exchange 
room  regularly,  at  their  head  office  and  agencies,  all  the  exchange- 
able notes  which  they  receive,  and  that  under  no  circumstances 
shall  any  bank  issue  the  notes  of  another  bank  of  issue  in 
Scotland  without  permission  first  asked  and  obtained. 

21.  The  parties  to  this  agreement  shall  be  entitled  to  with- 
draw from  it,  and  to  receive  back  their  Exchequer  bills  at  their 
par  value,  with  accruing  interest,  on  giving  three  months'  notice. 

On  the  London  Clearing  House. 

4.  Iu  17  75  some  of  the  London  bankers  established  a  similar 
daily  custom  among  themselves. 

We  may  explam  the  advantages  and  operations  of  the  Clearing 
House  in  detail. 

Every  London  banker  has,  every  morning,  claims  against  all, 
or,  at  least,  most  of  his  neighbours,  and,  of  course,  he  has  to  meet 
claims  from  them.  It  used  to  be  the  custom  for  every  banker, 
the  first  thing  in  the  morning,  to  send  out  a  number  of  clerks, 
to  collect  the  debts  that  were  due  to  him  from  his  neighbours, 
who,  of  course,  were  obliged  to  keep  cash  or  notes  to  meet  them. 
The  Metropolis  is  portioned  out  into  districts  called  "  walks," 
and  each  clerk  has  to  collect  all  the  bills,  cheques,  &c,  within 
liis  walk.  These  claims  are  called  bankers'  charges,  and  are  paid 
usually  in  Bank  notes,  in  some  cases  by  cheques  drawn  upon  the 
Bank  of  England.     The  slighest  reflection  will  shew  the  waste 
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of  Bank  notes,  caused  by  this  barbarous  and  clumsy  method  of 
settling  bankers'  charges.  It  is  evident  that  a  very  large  amount 
of  Bank  notes  might  be  saved  if  the  bankers  had  some  method 
of  balancing  their  claims  against  each  other,  and  settling  only 
the  difference  in  Bank  notes.  What  the  amount  of  Bank  notes 
which  are  positively  wasted  by  this  method  may  be  is  not  very 
easy  to  tell.  It  was  stated  in  evidence,  before  the  Committee 
of  the  House  of  Commons,  on  one  occasion,  that  one  Bank  alone, 
the  London  and  Westminster,  was  obliged  to  keep  £150,000  of 
notes  for  this  very  purpose,  which,  by  a  better  method,  might 
have  been  set  free,  and  would  have,  to  all  intents  and  purposes, 
been  so  much  additional  trading  capital.  Now,  if  this  Bank 
alone,  many  years  ago,  was  obliged  to  keep  this  enormous  sum 
unprofitable,  what  must  have  been  the  total  amount  wasted  in 
this  manner  by  all  the  bankers  ? 

About  1775  the  inconvenience  of  sending  out  to  collect  these 
charges  led  a  number  of  the  city  bankers  to  organize  an  exchange 
among  themselves,  on  a  similar  plan  to  that  already  practised 
among  the  banks  in  Edinburgh.  They  met  in  a  room,  and 
exchanged  their  mutual  claims  against  each  other,  and  paid  only 
the  difference  in  cash,  or  Bank  notes.  It  is  stated  in  the  Bullion 
Report,  that  in  the  year  1810  there  were  46  bankers  who  cleared; 
that  the  average  amount  of  drafts,  &c,  passed  through  the 
Clearing  House  every  day  was  about  £4,700,000,  and  that  all  the 
balances  on  this  account  were  settled  by  about  £220,000  in  Bank 
notes.  The  Clearing  House  was  merely  an  assemblage  of  private 
bankers;  when  the  joint  stock  banks  were  instituted  in  the  city, 
they  were  rigidly  excluded  until  1854,  when  the  intolerable 
inconvenience  caused  to  them  by  the  large  amount  of  notes  they 
had  to  keep  idle  to  meet  the  "charges,"  set  a  question  afloat  of 
organizing  another  Clearing  House  among  themselves.  Moreover, 
it  is  said,  that  the  private  bankers,  themselves,  felt  the  incon- 
venience of  the  heavy  "charges"  of  the  joint  stock  banks. 
Partly  owing  to  these  circumstances,  and  partly,  we  hope,  owing 
to  the  feeling  against  the  joint  stock  banks  having  abated,  the 
London  and  Westminster,  the  Union,  the  London  Joint  Stock, 
the  London  and  County,  and  the  Commercial  Banks,  were 
admitted  to  the  Clearing  House  in  August,  1854,  and  the 
Southwark  Branch  of  the  London  and  Westminster,  in  August, 
1855.  The  latter  being  remarkable,  iidi  only  as  a  branch  of  a 
hank  being  treated  as  an  independent  bank,  bul  also  as  noi  being 
in  the  City  of  London.  The  Bank  of  England  was  not  admitted 
to  the  Clearing  House  till  1  86  I . 

The  mode  of  doing  business  is  as  follows: — The  bills  and 
cheques  which  each  banker  holds  on  the  other  clearing  banks, 
are  sorted  in  separate  parcels,  and  at  10.30  a  clerk  from  each 
bank  arrives  at  the  Clearing  House.  He  delivers  to  each  of  the 
other  clerks  the  obligations  lie  has  against  his  house,  and  receives 
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from  each  the  obligations  due  from  his  own.  "When  these 
obligations  are  interchanged,  each  clerk  returns  to  his  own  bank. 
The  same  process  is  repeated  at  2.30.  Each  bank  has  till  4.45  to 
decide  whether  it  will  honor  the  drafts  upon  it;  if  it  does  not 
return  any  drafts  upon  it  before  that  hour,  it  is  held  to  have 
made  itself  liable  on  them  to  the  Clearing  House.  At  4.45  the 
business  closes,  and  the  accounts  are  made  up;  and  so  admirable 
is  the  system,  that  in  settlement  of  the  claims  not  a  single 
Hank  note  or  sovereign  passes. 

Each  clearing  bank  keeps  an  account  at  the  Bank  of  England, 
and  the  inspector  of  the  Clearing  House  also  keeps  one.  Printed 
lists  of  the  clearing  banks  are  made  out  for  each  bank,  with  its 
own  name  at  the  head,  and  the  others  placed  in  a  column  in 
alphabetical  order  below  it.  On  the  left  side  of  these  names  is 
a  column  headed  "Debtors,"  and  on  the  right  side  are  marked 
"  Creditors."  The  clerk  of  the  Clearing  House  then  makes  up 
the  accounts  between  each  bank,  and  the  difference  only  is 
entered  in  the  balance  sheet,  according  as  it  is  debtor  or  creditor. 
A  balance  is  then  struck  between  the  debtor  and  creditor 
columns,  and  the  paper  delivered  to  the  clerk,  who  takes  it  back 
to  his  own  bank.  The  balance  then  is  not  paid  to,  or  received 
from,  the  other  bankers,  as  formerly,  but  it  is  settled  with  the 
Clearing  House,  which  keeps  an  account  itself  at  the  Bank  of 
England.  The  accounts  are  settled  by  means  of  a  species  of 
cheque  appropriated  to  the  purpose,  called  transfer  tickets. 
They  are  of  two  colours,  white  and  green,  the  white  when  the 
Bank  has  to  pay  a  balance  to  the  Clearing  House,  the  green  when 
it  has  to  receive  a  balance  from  it.  They  are  signed  by  some 
authorized  official  of  the  Bank.  Thus,  if  the  Bank  is  debtor  on 
the  balance,  it  gives  a 

White   Ticket. 


SETTLEMENT  AT  THE  CLEAIUXU 
HOUSE. 

London,  186 

To  the  Cashiers  of  the  Bank  of  England, 

Be  pleased  to  transfer  from  our  Account 
the  sum  of 

and  place  it  to  the  credit  of  the  Account  of  the 

Clearing  Bankers,  ami  all:  ic  it  to  be  drawn  for 

i  of  them  (with  the  knowledge  of  either  of 

(he  Inspectors,  signified  by  his  countersigning 

th<  h, 


SETTLEMENT  AT  THE  CLEARING 

HOUSE. 
Bank  of  England, 

186 

A  Transfer  for  the  sum  of 
has  this  evening  been  made  at  the  Bank,  from 
the  account  of  Messrs. 
to  the  Account  of  the  Clearing  Bankers. 

For  the  Bank  of  England 


This  Certificate  has  been  seen  by  me. 


Inspector. 
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If  the  Bank  is  creditor  on  the  balance,  it  gives  a 
Green  Ticket. 


Settlement  at  the  Clearing  House. 

London,  186 

To  the  Cashiers  of  the  Bank  of  England. 

Be  pleased  to  CREDIT  our  Account  the 
Sum  of 

out  of  the  money  at  the  credit  of  the  account  of 
the  Clearing  Hankers. 


Sent  by  me, 


Inspector  at  the  Clearing  House. 


Settlement  at  the  Clearing  House. 

Bank  of  England, 

180 
The  account  of  Messrs. 
has  this  evening  been  Credited  with  the  Sum 
of 

out  of  the  money  at  the  credit  of  the  account  of 
the  Clearing  Bankers. 


For  the  Bank  of  England, 


By  this  admirable  system,  transactions  to  the  amount  of  many 
millions  daily  are  settled  without  the  intervention  of  a  single 
Bank  note. 

The  two  methods  which  London  bankers  have  of  settling 
their  mutual  claims,  which  we  have  described,  by  collecting  the 
charges  in  the  morning,  and  by  the  Clearing  House,  suggest 
several  important  reflections  upon  the  circulating  medium,  and 
the  Act  of  1844.  That  Act  fixed  the  sum  of  £14,000,000,  since 
extended  to  £15,000,000,  as  the  limit  below  which  the  require- 
ments of  business  would  probably  not  permit  the  internal  circu- 
lation to  fall.  But  there  is  this  objection  to  it,  that  it  was 
fixed  with  reference  to  a  ■particular  method  of  doing  business. 
If  all  the  London  hankers  were  admitted  to  the  Clearing  House, 
there  would  immediately  be  a  very  large  quantity  ofBank  notes 
disengaged  from  business,  and  they  would  either  disappear  from 
circulation  altogether,  or  else  they  might  be  employed  as  fresh 
capital  in  discounting  bills  and  making  loans.  On  the  other 
hand,  let  us  suppose  the  Clearing  House  dissolved,  and  \\m 
clearing  hanks  to  reverl  to  the  barbarous  method  of  settling 
their  mutual  claims  practised  by  the  Don-clearing  hanks,  several 
millions  of  Bank  notes  would  be  required  to  settle  their  claims. 

We  are    satisfied    that    between    these    tWO    extreme    methods  of 

transacting  business — either  there  being  no  Clearing  House  at  all, 
and  all  the  banks  demanding  payment  from  each  other  of  their 

claims  in  Hank  notes,  and,  on  the  other  hand,  all  the  hanks 
entering  the  Clearing  House,  there  would  he  a  difference  of  Bank 
notes  necessary  to  transact  the  same  amount  of  business  of  not 
less  than  £12,000,000.     Now,  it  is  perfectly  manifest,  that  if  the 
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Clearing  House  were  dissolved,  the  additional  quantity  of  Bank 
notes  necessary  to  transact  business  would  not  in  any  way  affect 
prices  or  business ;  nor  if  all  the  banks  were  to  enter  it,  could 
the  quantity  of  Bank  notes  withdrawn  from  circulation  affect 
prices  or  business.  Consequently,  we  observe,  that  the  quantity 
of  Bank  notes  requisite  to  transact  business  depends  very  much 
on  the  particular  method  of  settling  claims. 

It  appears,  then,  to  us  to  be  a  fundamental  and  philosophical 
objection  to  all  attempts  to  fix  the  numerical  amount  of  Bank 
notes  which  may  be  issued  by  the  Bank,  that  it  depends  very 
much  on  the  method  of  doing  business  what  amount  will  be 
required.  Consequently,  if  any  Act  fixes  that  amount,  and  a 
change  takes  place  in  the  method  of  doing  business,  it  must  neces- 
sarily be  fatal  to  the  principle  of  such  an  Act.  And  these  remarks 
touch  not  merely  the  Act  of  1844,  but  some  of  the  objections 
to  it;  for,  in  the  first  place,  if  the  method  of  doing  business 
upon  which  the  Act  is  founded,  be  improved  so  as  to 
dispense  with  a  large  quantity  of  the  notes  permitted  to  be 
issued  by  the  Act,  the  Act  fails  in  this — that  it  contains  no 
power  to  compel  these  notes  which  are  so  disengaged,  to  be 
withdrawn  from  circulation,  which,  if  the  principles  of  the  Act 
were  true,  would  be  a  redundancy  of  the  currency.  On  the 
other  hand,  those  persons  who  complain  of  the  restricted  amount 
allowed  to  be  issued  by  the  Act,  should,  in  the  first  instance, 
economise  the  use  of  those  already  permitted  to  be  issued  to  the 
greatest  possible  extent,  before  they  demand  new  issues.  Now, 
ai>  improved  method  of  doing  business  by  the  London  bankers 
would  certainly  liberate  a  very  large  amomit  of  Bank  notes, 
which  are  at  present,  as  we  may  say,  wasted,  and  afford  so 
much  relief  to  the  alleged  contraction  of  the  currency. 

The  operations  of  the  Clearing  House  also  enable  us  to  dispel 
a  very  prevalent  error  among  those  persons  who  maintain  that  bills 
of  exchange  are  not  "  currency  "  or  circulating  medium,  because 
they  can  only  be  discharged  by  payment  of  money.  Even  if 
such  an  assertion  were  true,  it  would  not  affect  the  question  in 
any  way,  but  the  assertion  itself  is  wholly  erroneous.  It  is  not 
true  that  bills  of  exchange  can  only  be  discharged  by  payment 
in  money.  Bills  of  exchange  to  the  amount  of  millions  are  daily 
discharged  without  any  coin  whatever,  just  in  the  same  manner 
as  cheques  are.  A  bill  of  exchange,  on  the  day  it  matures, 
1  »•(•(  .mes  a  cheque;  a  cheque  is  nothing  but  a  bill  of  exchange 
payable  to  bearer  on  demand.  Now,  let  us  take  the  case  of  a 
wholesale  dealer  who  accepts  bills  to  a  manufacturer,  and  draws 
bills  upon  retail  dealers.  When  he  opens  a  discount  account 
with  his  banker,  he  brings  the  bills  he  draws  upon  his  own 
customers,  the  retail  dealers,  and  sells  them  to  his  banker.  He 
also  makes  the  bills  drawn  upon  himself  payable  at  his  bankers, 
ami  the  proceeds  of  the  bills  he  sold  are  appropriated  to  the 
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payment  of  the  bills  he  has  to  meet.  Now,  he  knows  when  the 
bills  he  has  accepted  fall  due,  and  he  takes  care  to  sell  some  bills 
to  his  banker  to  meet  them.  The  banker,  as  usual,  buys  these 
bills,  by  merely  writing  so  many  figures — so  many  "  promises  to 
pay  " — to  the  credit  of  his  customer.  Now,  if  this  banker  is  a 
member  of  the  Clearing  House,  and  the  banker  who  presents  his 
customer's  acceptances  for  payment,  is  also  a  member  of  it,  they 
are  presented  through  the  Clearing  House,  and  fall  into  the  mighty 
mass  of  transactions  which  are  settled  by  its  means,  without  any 
intervention  of  coin,  or  Bank  notes. 

Now,  when  we  see  that  cheques  are  merely  substitutes  for 
Bank  notes,  that  in  every  case  where  a  cheque  now  passes,  Bank 
notes  would  be  required  if  cheques  had  not  existed ;  when  we 
also  see  that  a  bill  of  exchange  on  the  day  it  is  payable  becomes 
a  cheque,  which  is  equivalent  to  a  Bank  note,  it  follows  very 
clearly  that  all  the  obligations  interchanged  at  the  Clearing  House 
form  an  integral  part  of  the  circulating  medium.  Their  being 
exchanged  at  the  Clearing  House  can  make  no  difference  to  Avhat 
they  would  be  if  they  were  presented  and  paid  by  each  banker, 
for  they  have  all  done  their  duty  before  they  arrive  at  the  Clearing 
House ;  they  have  caused  commodities  to  circulate,  perhaps 
many  more  times  than  once,  before  they  come  to  be  discharged. 

In  most  country  towns  in  England  of  any  size  similar  exchanges 
are  organized,  and  the  differences  settled  by  a  draft  on  London  ; 
and  in  1860  a  clearing  establishment  was  instituted  in  London  for 
country  bankers.  All  these  institutions  have  the  general  tendency 
to  constitute,  as  it  were,  all  the  different  banks  in  the  country  one 
vast  bunking  establishment  to  extinguish  the  credit  created  by 
commercial  transactions,  by  mutual  interchanges  without  the  use 
of  Bank  notes  or  coin.  What  the  economy  of  notes  or  coin 
may  be  by  means  of  the  present  system  of  clearing,  which  is 
even  yet  far  from  complete,  no  one  has  the  means  of  ascertain- 
ing. In  the  year  1839,  when  we  may  fairly  say  that  the  present 
banking  system  was  in  its  very  infancy,  and  there  were  only 
29  private  bankers  in  the  Clearing  House,  the  claims  settled  there 
amounted  to  £954,401,600  and  these  were  discharged  by  means 
of  £66,275,600  in  Bank  notes.  At  the  present  time  the  amount 
settled  has  multiplied  many  times,  and  no  notes  or  coin  are 
required.  Bui  a  consideration  of  the  details  of  this  system  will 
impress  the  reader  with  the  truth  of  what  we  have  endeavoured 
to  explain  fully  in  the  previous  volume,  that  a  debt  is  in  all 
respects  an  article  of  commerce,  or  merchandize.  In  former 
times  money  was  required  to  adjust  the  balances  on  unequal 
exchanges  of  comm<>< lit ><■■•< ;  in  modern  times,  when  commodities 
are  almosl   universally  circulated  by  means  of  debts,  and  these 

debts  are  themselves  articles  of  commerce,  money  and  notes  are 
chiefly  required  to  adjust  the  outstanding  balances  on  unequal 
exchanges  of  DEBTS, 


SECTION  III. 
On  Bills  of  Exchange  and  Promissory  Notes. 

1.  We  propose  in  this  Section  to  give  only  such  parts  of  the 
law  relating  to  bills  of  exchange  and  promissory  notes,  as  it  is 
indispensable  that  a  banker  should  be  familiar  with  in  the 
ordinary  business  of  banking.  To  give  the  whole  law  on  the 
subject  would  fill  a  large  volume,  and  several  treatises  on  it 
exist,  to  which  we  may  refer. 

On  tiie  Form  of  Bills  and  Notes. 

2.  A  bill  of  exchange  is  a  written  oi'der  from  one  person  to 
another  person,  to  pay  a  fixed  sum  of  money  to  some  person 
named  in  the  order. 

A  promissory  note  is  a  written  promise  given  by  one  person 
tn  pay  a  fixed  sum  of  money  to  some  certain  person,  or  to  his 
order,  on  demand,  or  at  sight,  or  at  some  fixed  time,  or  to  the 
bearer. 

No  particular  form  of  words  is  necessary  for  either  bills  or 
notes.  They  may  be  written  in  any  language,  or  on  any  sub- 
stance, and  in  pencil  as  well  as  in  ink. 

It  is  usual,  but  not  necessary,  to  write  the  name  of  the  place 
where  the  bill  or  note  is  made,  as  well  as  the  date;  if  there  be 
no  date,  it  will  be  considered  as  dated  at  the  time  it  was  made. 

It  is  usual  to  write  the  sum  for  which  a  bill,  note,  or  cheque 
is  made  or  drawn,  at  full  length,  in  the  body  of  the  instrument, 
as  well  as  in  figures  in  one  corner  of  it.  This  latter,  however,  is 
held  to  be  merely  a  memorandum,  and  if  the  sum  stated  in  the 
body  of  it  differ  from  the  figures  in  the  corner,  the  former  is  the 
sum  for  which  the  instrument  is  good. 

It  is  also  usual  to  state  the  time  when  the  bill  or  note  is 
payable  .in  the  body  of*  it ;  if  none  be  stated,  it  will  be  payable 
on  demand. 

Bills  and  notes  must  be  payable  at  some  certain  time,  or  at 
some  event  which  must  certainly  happen.  A  bill  or  note  made 
payable  on  the  happening  of  a  contingency  is  invalid;  as  an 
engagement  made  payable  on  the  maker's  marriage  is  no  note, 
because  he  may  never  marry ;  or  an  instrument  made  payable 
on  the  sailing  of  a  ship  is  no  note.  But  a  note  made  payable  at 
the  maker's  death  is  good,  and  by  somewhat  a  stretch  of  the 
rule,  a  note  made  payable  when  a  ship  was  paid  oft'  was  held  to 
be  good. 

The  payee  of  a  note  must  be  a  certain  person.  He  need  not, 
however,  be  actually  named,  if  he  be  sufficiently  designated.  A 
note  payable  "  to  the  trustees  acting  under  A's  will"  is  a  good 
note,  and  evidence  is  admissible  to  shew  who  the  trustees  are, 
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and  the  nature  of  the  trusts.  On  a  note  payable  to  the  Manager 
of  the  National  Provincial  Bank  of  England  the  payee  was 
allowed  to  recover  in  his  own  name. 

A  bill  or  note  may  be  made  payable  to  A  B,  or  order,  or 
drawer's  own  order;  it  is  then  assignable  by  indorsement.  If 
it  be  payable  to  A  B,  or  bearer,  it  is  assignable  by  mere 
delivery. 

Bills  and  notes  must  be  general  obligations  to  pay  a  fixed  sum 
of  money,  and  not  any  appropriations  of  specific  funds. 

If  the  form  of  the  instrument  be  so  ambiguous  as  to  make  it 
uncertain  whether  it  is  a  bill  or  a  note,  the  holder  may  treat  it 
as  either. 

If  the  instrument  is  so  irregular  as  to  be  neither  a  bill  nor  a 
note,  it  may  still  be  evidence  of  an  agi-eement. 

On  the  Stamp. 

3.  Inland  bills  and  notes  must  be  written  on  paper  previously 
stamped.  The  Commissioners  are  forbidden  to  stamp  them 
after  they  are  made,  as  they  may  other  agreements  ;  and  un- 
stamped bills,  notes,  or  drafts,  are  not  admissable  in  evidence, 
or  available  at  law,  or  in  equity.  But  they  may  in  criminal 
proceedings. 

But  the  Commissioners  may  restamp  any  bill  or  note,  on  which 
a  stamp  of  a  wrong  denomination  has  been  affixed,  if  it  be  of 
equal  or  superior  value  to  the  proper  stamp,  on  payment  of  a 
penalty  of  10s.,  if  the  bill  or  note  be  not  due,  and  of  £10  if 
it  be  due. 

It  is  also  enacted,  that  every  instrument  bearing  a  stamp  of 
greater  value  than  required  by  law  shall  be  valid,  if  of  the  proper 
denomination. 

The  present  stamp  duties  on  inland  bills  and  notes  are  as 
follows  : — 

Duty. 
DRAFT  OR  ORDER,    for  the  payment  of  £    s.    d. 

any  sum  of  money  to  the  bearer,  or  to  order, 

on  demand 0     0      1 

INLAND  BILL  OF  EXCHANGE,  Draft, 
or  Order  for  the  payment  to  the  hearer, 
or  to  order,  at  any  time,  otherwise  than 
on  demand,  of  any  sum  of  money 
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1 
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£5 
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25 
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300 
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Exceeding        £300  and  not  exceeding  £400 
400          „                „  500 

500          „                „  750 

750          „                „         1,000 
1,000          „                 „         1,500 
1,500          „                „         2,000 
„                  2,000          „                „         3,000 
3,000          „                 „         4,000 
And  where  the  same  shall  exceed  £4,000, 
then,    for    every   £1,000,   or  part  of 
£1,000,  of  the  money  thereby  made 
payable 

PROMISSORY  NOTE  for  the  payment  in 
any  other  manner  than  to  the  bearer  on 
demand,  of  any  sum  of  money 

Not  exceeding 

Exceeding  £5  and  not  exceeding 

»  1"  5>  11 

n  25  „  „ 

n  50  „  „ 

11  '"  5J  11 

PROMISSORY  NOTE  for  the  payment, 
either  to  the  bearer  on  demand,  or  in  any 
other  manner  than  to  the  bearer  on  de- 
mand, of  any  sum  of  money 
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And  where 

i  the  same  shall  exceed  £4,000, 

then,   for   every  £1,000, 

or 

part 

of 

£1,000, 

of  the  money  the 

reby  made 

payable 

0 

10 

0 

Before  this  Act  Foreign  Bills  were  exempted  from  any  stamp 
duty,  but  the  enormous  frauds  that  were  perpetrated  upon  the 
revenue  by  persons  who  fabricated  bills  in  London,  purporting 
to  be  drawn  abroad,  compelled  the  Legislature  to  impose  stamps 
on  Foreign  Bills. 

The  Act,  Statute  1854,  c.    83,  provides,  that  certain  duties 
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therein  named  should  attach  and  be  payable  upon  all  such  bills 
as  shall  be  paid,  indorsed,  transferred,  or  otherwise  negociated 
within  the  "United  Kingdom,  wheresoever  the  same  may  be 
payable,  and  that  they  should  be  denoted  by  adhesive  stamps,  to 
be  affixed  on  the  bill  as  directed. 

Every  bill  purporting  to  be  drawn  out  of  the  United  Kingdom 
shall  be  deemed  a  Foreign  Bill  for  the  purposes  of  the  Act,  even 
though  it  should  actually  have  been  drawn  within  the  Kingdom. 

The  holder  of  any  Foreign  Bill  not  having  a  proper  adhesive 
stamp  on  it,  must,  before  he  present  it  for  payment,  or  indorses, 
or  transfers,  or  in  any  manner  negociates  such  bill,  affix  a  proper 
adhesive  stamp  on  it. 

Whoever  indorses,  transfers,  or  negociates  such  a  bill,  must, 
before  he  delivers  it  out  of  his  hands,  custody,  or  power,  cancel 
the  stamp  so  affixed,  by  writing  thereon  his  name,  or  the  name 
of  his  firm,  and  the  date  of  the  day  and  year  on  which  he  so 
writes  the  same,  in  order  that  the  same  may  not  be  used  again 
for  any  other  purpose. 

If  any  person  presents  for  payment,  or  pays,  or  indorses, 
transfers,  or  negociates  any  such  bill  whereon  such  adhesive 
stamp  shall  not  have  been  duly  affixed,  or  if  any  person 
who  ought  by  the  Act  to  cancel  such  stamp  as  above  directed, 
neglects,  or  refuses  to  do  so,  he  is  liable  to  a  penalty  of  £50. 

No  person  who  takes  or  receives  from  any  other  person  any 
such  bill  as  aforesaid,  either  in  payment  or  security,  or  by  pur- 
chase or  otherwise,  shall  be  entitled  to  recover  thereon,  or  to 
make  the  same  available  for  any  purpose  whatever,  unless  at  the 
time  when  he  shall  so  take  or  receive  such  bill,  there  is  such  a 
stamp  on  it  as  ordered,  and  cancelled  as  directed. 

Any  person  who,  within  the  United  Kingdon,  draws  and  issues 
any  bill  of  exchange  payable  out  of  the  United  Kingdom, 
purporting  to  be  drawn  hi  a  set,  and  shall  not  draw  and  issue  on 
paper  duly  stamped,  the  whole  number  of  biUs  of  which  the  set 
purports  to  consist  of;  or  if  any  person  within  the  United 
Kingdom  shall  transfer  or  negociate  any  such  bill  as  aforesaid, 
purporting  to  be  drawn  in  a  set,  and  shall  not  at  the  same  time 
transfer  or  deliver  on  any  paper  duly  stamped  the  whole 
number  of  bills  of  the  set,  he  shall  forfeit  £100 ;  and  if  any 
person  receives  in  payment,  or  as  security,  or  by  purchase  or 
otherwise,  any  such  deficient  set,  he  shall  not  be  entitled  to 
recover  on  any  such  bill,  or  make  it  available  for  any  purpose 
whatever. 

The  Stamps  are  as  follows: 
FOREIGN  BILL  OF  EXCHANGE  drawn 

in,  but  payable  out  of,  the  United  Kingdom 
If  drawn  singly,  or  otherwise  than  in  a  set 
of  three  or  more,  the  same  duty  as  on  an  Inland 
Bill  of  the  same  amount  and  tenor. 
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If  drawn  in  sets  of  three  or  more,  for  every 
bill  of  each  set — 

Where  the  sum  payable  thereby  shall  not 

exceed £25 

Where  it  exceeds  £25  and  does  not  exceed 
50 

55  ^5  55 

100 

200 

300 

400 

500 

750 
1,000 
1,500 
2,000 
3,000 
„  4,000  and  upwards 

FOREIGN    PROMISSORY    NOTE    made 

or    purporting    to    be    made   out   of  the 

United  Kingdom   for  the  payment  within 

the    United    Kingdom,    of    any    sum    of 

money — 

The  same  duty  as  on  an  Inland  Bill  of  Ex- 
change for  the  payment  otherwise  than  on 
demand  of  money  of  the  same  amount. 

On  Acceptance. 

4.  The  holder  of  an  unaccepted  bill  should  present  it  for 
acceptance  as  soon  as  possible.  If  the  drawee  refuse  acceptance, 
the  preceding  parties  become  liable  immediately. 

If  the  holder  be  a  mere  agent,  he  will  be  liable  for  any  loss 
that  may  occur  through  his  negligence  to  present. 

If  the  bill  is  payable  at  sight,  or  at  any  period  after  sight, 
presentment  is  necessary;  as,  if  it  be  not  made  within  a  reason- 
able time,  the  holder  will  lose  his  remedy  against  preceding 
parties.  What  is  a  reasonable  time  depends  upon  the  circum- 
stances of  each  case. 

Presentment  for  acceptance  should  be  made  during  the  usual 
hours  of  business;  and  it  must  be  made  either  to  the  drawer 
himself,  or  to  his  authorized  agent. 

The  holder,  however,  may  put  the  bill  into  circulation  without 
presenting  it. 

When  the  bill  is  presented,  the  drawee  has  the  right  to  keep 
it  a  reasonable  time,  to  decide  whether  he  will  accept  or  not ;  and 
this  is  usually  held  to  be  twenty-four  hours. 

A  drawee,  in  general,  is  not  liable  to  pay  without  acceptance ; 
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but  a  banker  is  an  exception  to  this  rule.  He  is  bound  to  pay 
all  his  customers'  bills  or  cheques  drawn  upon  him,  without 
notice,  and  without  acceptance,  provided  he  has  funds  to  meet 
them,  as  also  all  bills  and  notes  that  his  customers  make  payable 
at  his  house. 

The  acceptance  of  all  bills  of  exchange,  inland  as  well  as 
foreign,  must  be  in  writing  on  the  bills,  or  if  there  is  more  than 
one  part  of  such  bill,  on  one  of  the  said  parts.  It  does  not 
follow  from  this  that  the  acceptance  must  be  the  name  of  the 
party,  written  at  full  length.  His  initials  would  appear  to  be 
sufficient,  or  even  a  mark.  It  may  be  doubtful,  however, 
whether  the  Act  (Statute  1856,  c.  97)  requiring  the  acceptance  of 
foreign  bills  to  be  in  writing  on  the  bill,  would  apply  to  a  foreign 
bill  drawn  and  accepted  abroad,  where  the  law  of  the  foreign 
country  does  not  require  the  acceptance  to  be  in  writing. 

One  partner  may  bind  his  co-partner  by  acceptance;  but  if  a 
bill  be  drawn  upon  several  persons  not  in  partnership,  they  must 
all  accept,  and  if  they  do  not  it  may  be  treated  as  dishonored. 
But  it  will  be  valid  against  those  who  do  accept. 

A  bill  may  be  accepted  by  a  man's  wife,  if  he  afterwards 
acknowledge  it.  And  the  acceptance  may  be  written  on  the 
blank  paper,  if  stamped  before  the  bill  is  drawn. 

The  drawee  is  not  bound  to  accept  precisely  in  the  terms  of 
the  bill.  He  may  make  a  general  acceptance,  or  a  qualified 
acceptance. 

A  general  acceptance  is  an  acceptance  to  pay  according  to  the 
tenor  and  effect  of  the  bill,  and  is  usually  done  by  writing  the 
words  "  accepted,"  with  the  signature  of  the  acceptor. 

By  a  general  acceptance,  the  acceptor  binds  himself  to  pay  it 
anywhere,  and  at  any  time  it  may  be  presented  to  him  for  pay- 
ment, on  the  day  it  matures,  or  any  day  afterwards.  Nay,  the 
holder  of  the  bill  is  not  bound  to  present  it  to  him  at  all  for  pay- 
ment, but  may  commence  an  action  against  him,  without  present- 
ment, and  such  action  is  a  good  demand  for  payment.  Such  a 
course,  however,  would  discharge  all  the  other  parties  to  the  bill. 
A  qualified  acceptance  is  either  conditional  or  partial,  and 
varying  the  tenor  of  the  bill. 

Tims,  an  acceptance  in  pay,  "  when  in  cash  for  the  cargo  of  a 
ship,"'  or  any  similar  one,  is  a  conditional  acceptance,  and  is  not 
an  absolute  one  until  the  condition  is  fulfilled. 

A  partial  and  varying  acceptance  is  when  the  drawee  accepts 
only  for  part  of  the  sum  mentioned  in  the  hill,  or  makes  it 
payable  at  a  different  time. 

It  is  very  usual  for  men  in  business  to  make  their  hills  pay- 
able at  their  banker's.  It  was  disputed  whether  this  was  a 
general  or  a  qualified  acceptance.  A  case  having  been  decided 
by  the  House  of  Lords,  that  it  was  a  qualified  acceptance,  con- 
trary to  the  usual  practice  and  opinion  of  merchants,  the  Act, 
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Statute  1820,  c.  78,  was  passed,  which  enacted  that,  if  any  person 
shall  accept  a  bill  of  exchange  payable  at  the  house  of  a  banker, 
or  other  place,  without  further  expression  in  his  acceptance,  such 
acceptance  shall  be  deemed  and  taken  to  be,  to  all  intents  and 
purposes,  a  general  acceptance  of  such  bill ;  but  if  the  acceptor 
shall,  in  his  acceptance,  express  that  he  accepts  the  bill  payable 
at  the  banker's  house,  or  other  place  only,  and  not  otherwise  or 
elsewhere,  such  acceptances  shall  be  deemed  and  taken  to  be,  to 
all  intents  and  purposes,  a  qualified  acceptance  of  such  bill;  and 
the  acceptor  shall  not  be  liable  to  pay  the  said  bill,  except  in 
default  of  payment,  Avhen  such  payment  shall  have  been  first 
duly  demanded  at  such  banker's  house,  or  other  place. 

A  drawee  will,  however,  not  be  liable  merely  by  writing  his 
name  on  the  bill ;  it  is  essential  that  there  be  an  issue  or  delivery 
of  the  bill  to  some  one  interested  in  it,  or,  what  is  equivalent  to 
a  delivery,  a  communication  that  he  has  so  accepted  it.  Conse- 
quently, if  the  drawee  change  his  mind  after  he  has  written  his 
name  on  it,  but  before  he  has  delivered  it,  he  may  cancel  his 
acceptance. 

When  a  drawee  has  once  accepted  a  bill,  and  put  it  into 
circulation,  his  liability  is  irrevocable.  He  cannot  dispute  the 
drawer's  signature,  nor  the  payee's  right  to  indorse,  nor  that  he 
was  an  infant,  nor  that  the  drawer  was  a  married  woman,  and 
he  accepted  the  bill  drawn  by  her  without  consent  of  her 
husband. 

If  a  drawee  has  once  admitted  the  acceptance  to  be  in  his 
handwriting,  and  thus  given  the  bill  currency,  he  cannot  after- 
wards free  himself  from  liability  by  proving  that  it  was  forged. 

When  a  bill  is  accepted  by  a  married  woman,  a  banker  should 
always  inquire  whether  she  has  authority  to  do  so  or  not ;  but, 
by  the  custom  of  London  (and  Bristol,  we  believe),  a  married 
woman  may  be  a  sole  merchant,  and  carry  on  a  business  wholly 
independent  of  her  husband,  and,  consequently,  negociate  bills  in 
that  capacity. 

A  bill  which  is  accepted,  or  a  promissoi-y  note  made,  by  a 
number  of  persons,  "jointly  and  severally,"  is  the  note  of  all  of 
them,  or  of  each  of  them  separately ;  but  it  is  not  the  note  of 
two  or  more  of  them,  less  than  the  whole  number. 

Alteration  of  a  Bill  or  Note. 

5.  As  the  Stamp  Laws  require  that  the  stamp  be  impressed 
upon  the  paper  upon  which  a  bill  or  note  is  to  be  written,  before 
it  is  written,  when  it  is  once  completed  and  issued,  it  cannot  be 
altered  in  any  way,  even  by  consent  of  all  the  parties,  so  as  to 
vary  the  original  contract;  because  the  first  contract  has 
already  exhausted  the  stamp,  and  no  new  stamp  can  be  impressed 
upon  the  new  contract. 

It  may,  however,  be  altered  before  it  is  issued  or  negociated, 
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or  attempted  to  be  issued  or  negociated,  by  the  consent  of  the 
parties  to  it. 

An  accommodation  bill  is  not  considered  as  issued  until  it  is 
in  the  hands  of  some  person  who  is  entitled  to  treat  it  as  a 
security  available  at  law. 

A  material  alteration  in  a  bill  or  note,  even  though  it  be  made 
by  a  stranger,  will  avoid  it,  because  the  person  who  has  the 
custody  of  it  is  bound  to  preserve  it  in  all  its  integrity ;  and,  as 
an  alteration  by  himself  would  vitiate  it,  so  will  any  alteration 
made  through  his  negligence. 

Thus,  where  a  bill  was  drawn,  payable  to  A  B,  and  while  in 
his  possession  the  date  was  altered,  it  was  held  that  the  acceptor 
was  discharged. 

So,  where  the  drawer,  without  the  acceptor's  consent,  added 
the  words,  "  Payable  at  Mr.  B's,  Chiswell  Street,"  the  acceptor 
was  discharged.  But  it  was  held  that  such  an  alteration,  being 
not  a  variation  of  the  original  contract,  if  made  with  the  accep- 
tor's consent,  would  not  vitiate  the  bill.  And  such  an  alteration  as 
this  would  not  take  away  the  remedy  against  the  holder's  indorser. 

Where,  if  a  bill  was  addressed  to  A  B  and  Co.,  and  the 
acceptance  was  by  A  and  B,  and  the  address  was  afterwards 
altered  so  as  to  correspond  with  the  acceptance,  it  was  held  to 
be  an  immaterial  alteration,  the  acceptors  being  liable  either  way. 

The  following  alterations  are  material: — Any  change  in  the 
date,  sum,  or  time  of  payment,  the  insertion  of  words  making  an 
instrument  negociable  which  was  not  so  before.  Even  altering 
the  words  "  value  received,"  into  an  expression  of  the  particular 
consideration  which  passed,  though  it  is  difficult  to  see 
how  the  last  can  be  any  variation  of  the  original  contract. 

An  alteration  madfc  before  the  bill  or  note  is  negociated,  or 
issued,  will  not  vitiate  it. 

Where  a  drawer  of  a  bill  payable  to  his  own  order  sent  it  to 
the  drawee  for  acceptance,  who  requested  that  the  time  for  pay- 
ment might  be  enlarged,  which,  having  been  consented  to,  and 
the  alteration  made,  and  the  drawee  then  accepted  it,  it  was 
held  that  such  an  alteration  did  not  vitiate  the  stamp.  So, 
where  alteration  was  made  in  an  accommodation  bill  by  the 
parties  to  it,  and  before  it  had  passed  into  the  hands  of  a  holder 
for  value,  it  was  held  that  the  bill  was  not  issued,  and  it  was  not 
void. 

Also,  if  the  alteration  is  made  to  rectify  a  mistake,  and  to 
make  it  what  it  was  originally  intended  to  be,  it  will  not  avoid  it. 
Thus,  where  a  drawer  intending  to  make  the  instrument  nego- 
ciable, accidently  omitted  the  words  "or  order,"  and  indorsed 
it  over,  their  subsequenl  insertion,  in  pursuance  of  the  original 
intention,  was  held  not  to  vacate  the  bill. 

So,  where  a  bill  has  been  accidentally  misdated,  a  correction 
of  the  date  will  not  vitiate  it.     In  one  case,  even  where  a  palpable 
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mistake  was  made  in  dating  the  bill,  it  was  allowed  to  be  pro- 
ceeded upon  as  i(* correctly  dated. 

And  whether  the  alteration  was  intended  to  vary  the  original 
contract,  or  was  the  mere  correction  of  a  mistake,  is  a  question 
of  fact  for  the  jury. 

An  alteration  by  the  drawer,  payee  of  the  bill,  does  not 
extinguish  the  original  debt,  though  it  avoids  the  instrument. 
But  an  alteration  by  the  indorsee  not  only  avoids  the  security  as 
against  all  parties,  but  extinguishes  the  debt  due  from  the 
indorser  to  the  indorsee. 

No  man  should  take  a  bill  which  has  been  altered,  without 
requiring  full  information  as  to  the  circumstances  of  the  altera- 
tion, because,  in  the  event  of  his  having  to  take  proceedings  at 
law  againsl  the  parties  to  it,  it  will  lie  on  him  to  prove  that  the 
alteration  did  not  vitiate  the  instrument. 

The  maker  of  a  promissory  note  is  discharged  from  his 
liability  by  any  alteration  of  the  note,  wherever  the  altered 
instrument,  if  genuine*,  would  operate  differently  from  the 
original  instrument,  even  though  it  should  be  to  his  advantage. 

Two  persons  signed  a  joint  and  several  promissory  note. 
The  plaintiffs,  afterwards  procured  another  person  to  sign  it  in 
addition  to  the  first  two.  This  was  held  to  be  a  material  altera- 
tion discharging  the  original  makers. 

On  Signing  by  Procuration. 

6.  It  is  very  common  for  persons  to  authorize  others  to  draw, 
accept,  indorse,  and  negociate  bills  for  them,  and  such  signing  is 
called  signing  by  procuration. 

As  the  agent  is  the  mere  hand  which  pei'forms  the  duty, 
persons  may  sign  by  procuration  who  have,  no  capacity  in  their 
own  right  to  contract,  such  as  infants,  married  women,  persons 
attainted,  or,  in  fact,  laboring  under  any  disqualification. 

No  particular  form  is  necessary  to  convey  this  authority, 
either  verbal  or  written.  But  any  one  who  takes  a  bill,  accepted, 
or  indorsed  by  procuration,  is  bound  to  make  inquiry,  whether 
or  not  the  authority  has  been  properly  followed. 

General  authorities  to  transact  business  do  not  carry  with 
them  powers  to  negociate  bills ;  but  if  the  principal  afterwards 
adopts  the  agent's  acts,  it  will  bind  him  if  the  agent  gave  notice 
lie  was  acting  as  agent. 

Special  authorities  will  be  construed  strictly  ;  but  if  an  agent 
has  been  in  the  habit  of  drawing,  accepting,  or  indorsing  for  his 
principal,  and  he  has  adopted  his  agent's  acts,  it  will  render  him 
liable. 

An  agent's  authority  will  be  presumed  to  continue  until  notice 
is  given  of  its  termination.  Such  notice  as  regards  strangers 
must  be  given  in  the  Gazette,  and  to  customers  and  corres- 
pondents by  individual  communication. 
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An  agent  who  wishes  to  avoid  personal  liability,  must  either 
sign  h\<  principal's  name  only,  or  expressly  state  on  the  face  of 
the  instrument  that  he  signs  it  as  agent.  If  he  omits  this  lie 
will  be  personally  liable,  and  he  only,  even  though  the  payee 
knew  that  he  was  only  acting  as  agent. 

Evidence  cannot  be  received  to  charge  a  principal  who  is  not 
named  on  the  face  of  a  bill  or  note  ;  nor  to  discharge  an  agent 
who  signs  it  with  his  own  name. 

Where  an  agent,  being  duly  authorized,  expressly  states  on 
the  face  of  the  instrument  that  he  merely  signs  it  by  procuration 
for  a  principal,  he  will  not  be  bound. 

But  where  a  bill  was  drawn  on  A  B,  as  purser  of  a  mining 
company,  and  he  was  also  a  partner,  and  he  accepted  it  by 
procuration  for  the  Company,  and  expressly  stated  at  the  time 
that  he  would  not  be  personally  bound  by  it,  and  it  appeared 
afterwards  that  he  was  not  authorized  to  accept  bills  on  behalf 
of  the  Company,  he  was  held  personally  liable. 

On  the  Transfer  op  Bills  and  Notes. 

1.  A  bill  or  note  may  be  made  payable  to  an  individual  only, 
and  in  such  a  case  it  is  not  a  negociable  instrument,  and  the 
payee  cannot  transfer  it  to  any  one  else. 

However,  it  is  usual  to  make  the  note  payable  to  some  person, 
or  to  his  order,  or  to  bearer.  In  such  a  case  it  is  a  negociable 
instrument.  The  owner  of  it  may  transfer  it  to  whom  he 
pleases,  and  the  transferee  may  sue  for  payment  of  it  in  his  own 
name. 

When  such  a  bill  or  note  is  payable  to  bearer,  it  passes  by 
simple  delivery,  like  a  Bank  note,  and  no  indorsement  is  neces- 
sary to  convey  a  title  to  it,  if  the  transferee  chooses  to  forego 
the  security  of  the  transferor's  liability. 

When  a  bill  or  note  is  made  payable  to  A  B  or  order,  it  is 
necessary  for  A  B  to  write  his  name  on  the  back  of  it,  as  well 
as  delivering  it,  in  order  to  convey  a  title  to  the  receiver.  The 
xiy nature  and  delivery  constitute  the  indorsement. 

The  indorsement  may  either  be  in  blank  or  special. 

An  indorsement  in  blank  is,  when  the  indorser  simply  writes 
his  name  on  the  hack  of  the  hill,  and  delivers  it  to  the  receiver. 

Such  an  indorsement  makes  the  bill  payable  to  bearer ;  it 
becomes,  in  fact,  like  a  Bank  note,  transferable  by  mere  delivery. 

Such  is  the  case  almost  universally  with  bills  in  commerce. 
After  the  first  indorsement,  there  is  not  one  case,  probably,  in 
twenty  thousand,  where  hills  are  not  indorsed  in  blank.  Conse- 
quently, they  may  legally  pass  through  a  hundred  hands  by 
mere  delivery,  exactly  like  a  Bank  note. 

If  an  indorser  wishes  to  transfer  the  litle  without  inclining 
the  liability  he  may  indorse  kt  ,sv///.s-  recours, "  or,  "  without 
recourse  to  me." . 
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However,  it  is  not  usual  for  persons  to  receive  bills  of  exchange 
in  payment  without  requiring  the  transferor  to  indorse  them  ;  and 
the  reason  and  object  of  this  indorsement  has  been  greatly 
misconceived  by  many  persons  who  have  written  about  the 
currency. 

They  have  imagined  that  the  indorsement  was  necessary  to 
convey  a  title,  but  this  is  a  profound  delusion ;  the  receiver 
requires  the  transferor  to  indorse  the  bill,  for  the  purpose  of 
obtaining  an  additional  security,  it  case  the  bill  is  not  paid  by 
the  acceptor. 

If  a  person  takes  a  negociable  instrument  payable  to  bearer 
without  indorse/mod,  it  is  payment;  no  matter  whether  it  be  a 
Bank  note,  a  bill  of  exchange,  or  any  promissory  note,  and  he 
has  no  remedy  against  the  transferor  if  the  instrument  is  not 
paid. 

The  distinction,  then,  very  commonly  made  between  Bank 
notes  and  bills  of  exchange,  that  one  is  currency,  and  the  other 
is  not,  because  one  passes  by  delivery,  and  the  other  does  not,  is 
perfectly  futile. 

A  special  indorsement,  or,  in  full,  as  it  is  sometimes  called, 
specifies  the  person  to  whom  the  bill  or  note  is  to  be  paid,  and 
may  make  it  payable  to  him,  or  to  his  order  and  this  indorsee 
may  similarly  indorse  it  again,  either  in  blank,  or  in  full,  as  he 
pleases. 

The  omission  of  the  words  "  or  order"  in  the  special  indorse- 
ment, does  not  prevent  the  indorsee  indorsing  it  again,  for  he 
takes  it  with  all  its  incidents,  one  of  which  was  negociability. 

When  a  bill  of  exchange  is  once  indorsed  in  blank,  and 
becomes  payable  to  bearer,  it  cannot  afterwards  be  specially 
indorsed. 

An  indorser  admits  the  signature  and  capacity  of  every  prior 
party. 

The  indorsee  has  a  right  of  action  against  all  the  parties 
whose  names  are  on  the  bill,  in  case  of  non-acceptance  or  non- 
payment. 

If,  however,  the  payee  of  a  bill  payable  to  order,  neglect  to 
indorse  it,  the  indorsee  cannot  sue  any  one  but  his  immediate 
indorser  in  his  own  name. 

If  a  person  delivers  a  bill  without  indorsement,  where  it  was 
intended  that  he  should  indorse  it,  an  action  lies  against  him 
for  refusing  to  indorse,  and  he  and  his  representatives  may  be 
compelled  in  equity  to  indorse. 

If  a  bill  or  note  made  or  become  payable  to  bearer,  be  de- 
livered and  accepted  without  indorsement  in  exchange  for  goods, 
for  money,  or  for  other  debts,  and  not  in  payment  of  a  pre- 
existing debt,  such  a  transaction  is  a  complete  purchase  of  the 
bill  by  the  transferee,  and  the  transferor  is  not  liable  on  the 
instrument,  or  the  consideration  to  the  transferee. 
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But  if  a  banker's  note  be  taken  in  payment  of  a  pre-existing 
debt,  and  on  the  note  being  duly  presented,  it  is  found  that  the 
banker  has  failed,  the  remedy  on  the  antecedent  debt  revives. 

But  though  a  transferor,  by  delivery,  does  not  warrant  the 
solvency  of  the  parties  to  it,  he  does  wan-ant  that  the  instrument 
is  a  genuine  one,  that  it  is,  in  fact,  what  it  purports  to  be,  and 
is  not  forged  or  fictitious.  Thus,  where  a  man  transferred  a  bill 
of  exchange  by  simple  delivery,  which  purported  to  be  drawn 
at  Sierra  Leone,  but  which  was,  in  fact,  drawn  in  London,  and, 
therefore,  void  for  want  of  a  stamp,  and  it  was  not  paid  by  the 
acceptor,  he  was  compelled  to  refund  payment  to  the  vendee. 

But  if  the  transferor  knew  that  the  parties  to  the  bill  or  note 
had  all  failed,  and  that  it  would  not  be  paid,  that  would  be 
fraud,  and  he  would  be  liable  to  refund  the  money. 

If  a  bill  is  only  payable  to  order,  and  has  not  become  payable 
to  bearer  by  an  indorsement  in  blank,  an  indorsee  can  have  no 
title  to  it,  unless  the  indorser  had  a  right  to  indorse. 

But  if  a  bill  or  note  is  made,  or  has  become  payable  to  bearer, 
the  title  of  the  holder  of  it,  who  took  it  bond  fide,  and  for  value, 
is  good  against  all  the  world,  and  he  can  enforce  payment  of  it, 
from  all  the  parties  to  it,  even  though  he  may  have  acted  with 
negligence.  Unless  the  negligence  is  so  gross  as  to  induce  the 
jury  to  find  it  to  be  fraud. 

If,  however,  the  holder  is  merely  an  agent  for  another  party, 
then  his  title  can  be  no  better  than  his  principal's.  Thus,  if  a 
man  paid  a  note,  which  he  had  stolen,  into  his  account  at  his 
banker's,  the  banker  would  have  no  title  to  retain  it  against  the 
lawful  owner,  even  if  it  was  in  payment  of  a  former  debt. 

Even  if  a  bill  or  note  is  improperly  pledged,  the  pawnee  may 
retain  it,  against  the  real  owner. 

Acceptances  and  indorsements  may  be  made  on  blank  paper 
properly  stamped,  and  the  bill  afterwards  drawn  upon  such 
paper  will  bind  the  acceptor  or  indorser  to  the  full  amount  of 
the  stamp,  in  the  hands  of  a  holder  for  value. 

If  the  drawer  refuse  to  accept  the  bill,  and  the  holder  of  it 
indorses  it,  the  indorsee,  with  notice  of  such  fact,  is  held  to  take 
the  bill  upon  the  credit  of  his  indorser  only,  and  the  antecedent 
parties  are  discharged.  But,  if  the  indorsee  had  no  notice  of 
the  dishonour,  his  rights  are  preserved,  and  such  dishonour  is 
only  available  against  the  holder  who  committed  the  I'iches. 

But,  in.the  case  of  an  over-due  bill,  an  indorsee  takes  it  with 
its  equities,  as  it  is  termed.  That  is,  he  has  no  better  title  to  it 
than  his  indorser,  and  if  his  immediate  assignor  could  not  have 
maintained  an  action  upon  it,  he  cannot,  because  the  fad  <>f  its 
being  over-due,  is  enough  to  excite  suspicion. 

But  he  will  not  be  aifected  by  the  infirmity  of  the  title  of  an 
original,  or  an  antecedent  party,  if  his  immediate  assignor  could 
have  maintained  an  action  on  it. 
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A  note,  payable  on  demand,  is  not  considered  as  overdue, 
unless  evidence  is  given  of  payment  having  been  demanded  and 
refused,  as  such  notes  are  frequently  given  as  continuing 
securities. 

If  a  banker  is  banker  both  to  the  drawer  and  the  payee  of  a 
cheque,  and  the  payee  pay  in  a  cheque  to  the  credit  of  his  own 
account,  and  the  banker  receive  it  without  objection,  he  is  bound 
to  appropriate  any  funds  he  may  have  of  the  drawer  to  the 
payment  of  the  cheque,  even  though  the  drawer  is  indebted  to 
hint  in  a  larger  amount. 

After  a  bill  or  note  has  been  paid  by  the  acceptor  or  maker,  at 
maturity,  or  on  their  behalf,  it  is  extinguished,  and  cannot  be 
transferred,  except  promissory  notes  payable  to  bearer  on  demand, 
re-issued  by  the  original  maker  having  taken  out  a  licence  for 
that  purpose.  But  a  bill  or  note  which  is  paid  only  by  an 
indorser  is  not  extinguished,  and  may  be  reissued  even  after  it 
is  due,  ad  infinitum,  until  it  is  finally  extinguished. 

But  if  a  bill  or  note  is  paid  before  it  is  due,  it  is  not  an  ex- 
tinguishment of  it,  and  it  is  a  valid  security  in  the  hands  of  an 
indorsee  for  value. 

If  the  bill  is  partially  paid  at  maturity  by  the  drawer,  or  any 
party,  the  holder  can  only  sue  the  acceptor  for  the  balance. 

A  bill  or  note  cannot  be  indorsed  for  a  part  of  the  sum 
remaining  due  upon  it,  if  the  limitation  appear  on  the  face  of  the 
indorsement.  If  it  is  indorsed  or  delivered  for  part  of  the  sixm 
due  on  the  face  of  it,  the  transferee  may  sue  the  acceptor  for  the 
whole,  and  holds  the  balance  as  a  trustee  for  the  transferor. 

But  if  it  has  been  partly  paid  by  the  acceptor  or  drawer,  it 
may  he  specially  indorsed  for  the  sum  remaining  due. 

All  bills  and  notes,  which  pass  by  delivery,  may  be  the  subject 
of  a  donatio  mortis  causd,  and  it  is  probable  that  the  same 
doctrine  would  now  be  maintained  with  respect  to  all  lulls  and 
notes,  because  the  ground  upon  which  Courts  of  Equity  now 
support  donations  mortis  causa  is  not  that  complete  property 
must  pass  by  the  delivery,  but  that  must  be  so  far  complete  as 
to  enable  a  Court  of  Equity  to  complete  it,* 

On  Payment. 

8.  No  demand  of  payment  is  necessary  against  the  acceptor  ; 
he  remains  always  liable  to  the  holder.  But  it  is  necessary  to 
charge  the  drawer  or  other  parties  to  the  bill.  Such*  demand, 
however,  need  not  be  a  personal  demand,  it  is  sufficient  if  made 
at  his  house  or  usual  place  of  business,  of  his  wife,  or  other 
agent.  And  when  the  acceptor -has  put  a  memorandum  on  the 
bill,  making  it  payable  at  his  banker's,  or  other  place,  demand 
there  is  sufficient  to  charge  the  drawer. 

w  illiams'  Law  of  Executors  and  Administrators,  p.  6;>8. 
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The  bankruptcy  or  insolvency  of  the  acceptor  is  not  sufficient 
to  excuse  neglect  of  presentment  for  payment;  as  he  may  have 
other  means  of  paying,  as  by  the  assistance  of  friends. 

But  presentment  for  payment  is  not  necessary  to  charge  a 
party  who  guarantees  the  payment  of  a  bill  or  note. 

Even  if  the  acceptor  has  absconded,  the  holder  should  make 
some  effort  to  find  him  out,  and,  at  all  events,  present  the  bill  at 
his  house. 

If  he  be  dead,  presentment  should  be  made  to  his  personal 
representatives,  and  if  he  have  none,  then  at  his  house. 

The  custom  of  most  countries  has  established  that  the  acceptor 
of  a  bill  has  some  days  allowed  him,  after  the  bill  has  become 
due,  to  pay  it.  These  are  called  the  days  of  grace.  In  the 
United  Kingdom  the  days  of  grace  are  three;  consequently, 
a  bill  or  note  that  is  due  on  the  1st  of  a  month  is  payable 
on  the  4th. 

Bills  and  notes  may  be  drawn  payable  a  certain  number  of 
days,  or  weeks,  months,  or  years  after  date  or  after  sight,  or  on 
a  certain  day,  or  at  a  certain  event,  or  at  usance,  or  by  instalments, 
or  at  sight,  or  on  demand. 

When  a  bill  or  note  is  payable  at,  or  after  sight,  this  means 
acceptance,  as  evidence  of  sight.  Usance  means  the  usual  time 
formerly  appointed  between  different  countries  for  the  payment 
of  bills ;  and  differs  with  every  country. 

On  all  instalments  the  days  of  grace  are  allowed,  except  on 
bills  of  exchange  payable  on  demand,  which  includes  cheques. 

It  is  said  to  be  doubtful  whether  days  of  grace  are  allowed  on 
bills  drawn  payable  at  sight;  the  better  opinion  seems  to  be 
thai  they  are.* 

Bills  and  notes  payable  on  demand  should  be  presented 
within  a  reasonable  time,  though  what  is  a  reasonable  time 
depends  upon  the  peculiar  circumstances  of  each  case.  With 
respect  to  bills  payable  on  demand,  including  cheques,  it  has  been 
decided  that  the  holder  lias  the  whole  of  the  day  after  he  lias 
received  them  to  present  them. 

A  bill  or  note  upon  which  no  time  of  payment  is  specified,  is 
payable  <>n  demand. 

If  a  bill  or  note  is  payable  at  a  banker's,  it  must  be  presented 
within  banking  hours;  but  in  other  cases  the  rule  is,  that  it 
must  be  presented  al  a  reasonable  hour ;  a  presentment  at,  eight 
o'clock  in  the  evening  would  not  be  unreasonable,  but  one  at 
near  i  web  e  o'clock  would. 

We  have  already  seen  that  when  a  bill  is  accepted  payable  at 
a  banker's  or  other  place,  that  is,  by  law,  to  all  intents  and  pur- 
poses, ;i  general  acceptance,  unless  it  is  made  payable  there  only, 
and  not  elsewhere.      It   is   a    most    important  distinction  between 

bills  of  exchange  ami  promissory  notes,  that  the  Act  onlj  applies 
•   i:.\  lea  on  Bills,  p.  L52      Edition,  L847. 
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to  bills  of  exchange,  and,  consequently,  if  a  promissory  note  is 
made  payable  at  a  particular  place,  presentment  for  payment 
must  be  made  at  that  place,  and,  in  any  action  on  the  note, 
presentment  there  must  be  alleged  and  proved. 

Some  think  that  if  a  particular  place  is  named  by  the  acceptor, 
at  which  the  bill  is  payable,  that  presentment  there  is  necessary 
to  charge  the  drawer.  We  venture  to  think,  however,  that  this 
is  hardly  consistent  with  the  words  of  the  Act,  for  it  expressly 
Bays  that  such  an  acceptance  is  a  general  one,  to  all  intents  and 
purposes,  and  surely  one  of  these  intents  and  purposes  is  to 
charge  the  drawer  in  case  of  non-payment. 

If  the  bill  or  note  be  not  duly  presented  for  payment,  all  the 
antecedent  parties  are  discharged  from  liability,  either  on  the 
note,  or  on  the  consideration. 

A  declaration  beforehand  by  the  acceptor,  that  he  will  not  pay, 
even  made  in  the  presence  of  the  drawer,  will  not  excuse  want 
of  presentment,  and  notice  of  dishonor  to  the  drawer. 

If  any  antecedent  party  knowing  that  laches  have  been  com- 
mitted, nevertheless  promises  to  pay,  or  makes,  or  promises  to 
make,  a  partial  payment  on  account,  it  will  be  a  good  consider- 
ation to  charge  him  with  the  whole,  for,  like  the  Statute  of 
Limitations,  such  irregularity  does  not  destroy  the  debt,  but  only 
bars  the  remedy,  and,  consequently,  a  voluntary  reassumption 
of  the  liability  is  good,  without  a  fresh  consideration. 

If  a  bill  or  note  is  made  payable  to  bearer,  or  has  become  so 
by  indorsement  in  blank,  payment  by  the  acceptor  to  the  bearer 
will  discharge  the  acceptor,  even  if  he  pay  it  to  the  thief  or 
finder.  And  a  bond  fide  holder  for  value  may  compel  payment 
of  such  an  instrument.  But  if  the  payer  knew  the  infirmity  of 
the  bearer's  title,  such  a  payment  will  be  a  fraud,  and  will  not 
discharge  him. 

We  have  seen  that  a  person  honestly  discounting,  or  buying, 
a  bill  or  note,  is  entitled  to  keep  it,  even  if  there  be  negligence, 
and  a  similar  analogy  would  seem  to  hold  good  regarding  his 
paying  it. 

But  if  such  a  payment  be  made  out  of  the  usual  course  of 
business,  and  under  circumstances  evidently  suspicious,  the 
payer  will  not  be  discharged. 

Thus,  if  a  person  finds  a  cheque  torn  in  pieces  by  the  drawer 
before  circulation,  and  pastes  the  pieces  together,  and  presents 
it  for  payment,  and  the  banker  pays  it,  he  is  held  to  be  guilty  of 
such  negligence  that  he  cannot  charge  his  customer  with  the 
amount. 

If  the  bill  or  note  be  not  payable  to  bearer,  but  only  transfer- 
able by  indorsement,  the  payer  will  not  be  discharged  by  paying 
a  wrong  party. 

A  bill  is  not  finally  extinguished  until  paid  by,  or  on  behalf  of, 
the  acceptor,  or  a  note  until  paid  by,  or  on  behalf  of,  the  maker. 
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If  the  acceptor  retires  the  bill  at  maturity,  it  is  taken  out  of 
circulation  altogether  ;  but,  if  an  ifidorse?'  retires  it,  he  merely 
withdraws  it  as  far  as  he  is  concerned,  and  may  hold  it  with  the 
same  remedies  as  if  he  had  paid  the  amount  in  due  course  to  his 
indorsee. 

The  acceptor  of  a  bill,  or  the  maker  of  a  note,  should  pay  it  on 
demand  at  any  time,  within  business  hours,  on  the  day  it  is  pay- 
able. If  he  refuses  to  do  so,  the  holder  may  immediately  treat 
it  as  dishonored  ;  but  he  has  the  whole  of  the  day  to  make  the 
payment,  and  even  if  he  refuses  to  do  so,  and  pay  it  afterwards, 
such  payment  will  be  good. 

If  the  holder  of  a  bill  or  note  constitute  any  one  of  the  parties 
on  it  liable  to  him  his  executor,  and  dies  before  it  becomes  due, 
it  is  a  release  of  the  debt,  for  no  man  can  sue  himself. 

As  the  essential  requisite  of  a  bill  or  note  is  that  it  should  be 
payable  in  cash,  so  every  holder  is  entitled  to  have  it  paid  in 
nothing  but  money.  When  the  bill  is  paid,  the  payer  is  entitled 
to  have  it  delivered  up  to  him. 

In  the  general  prevalence  of  keeping  banking  accounts  at 
present,  payment  of  a  bill  or  note  is  often  offered  in  cheques,  but 
in  such  a  case  the  bill  should  never  be  delivered  up,  until  the 
cheque  is  paid.  For  if  it  is  given  up,  and  the  cheque  is  unpaid, 
the  holder  has  no  remedy  against  the  drawer  and  indorsers,  for 
they  are  entitled  to  receive  the  bill  on  paying  it. 

And  an  agent  who  delivered  up  a  bill  on  receiving  a  cheque 
for  it,  would  be  liable  to  his  principal  in  the  event  of  the  cheque 
being  dishonored,  and  the  remedy  lost  against  the  other  parties. 
Although  in  one  case  it  was  held  that  an  agent  was  justified  by 
the  usage  of  trade  in  doing  so.  But  we  cannot  think  that  would 
be  held  to  be  law  at  the  present  day. 

Where  a  banker  holds  a  balance  of  his  customer,  and  the  latter 
becomes  indebted  to  him,  on  several  insulated  debts,  as,  for 
instance,  on  several  unpaid  bills  of  exchange,  he  may  appro- 
priate the  balance  towards  the  payment  of  such  bills  as  he 
pleases. 

If  a  drawee  discover  that  a  bill  or  cheque  is  forged,  it  does  not 
appear  that  he  can  recover  back  the  money. 

Upon  Notice  of  Dishonor. 

i).  The  holder  of  a  bill  which  is  refused  acceptance,  or  pay- 
ment, must  give  notice  of  the  dishonor  to  the  antecedent  parlies, 
or  he  loses  his  remedy  against  them. 

Two  things  are  legally  necessary  to  constitute  a  due  notice  of 
dishonor;    first,    a    notification  of  the  fact  of   dishonor;    and 

secondly,  a  demand  of  payment. 

No  particular  form  of  words  is  necessary,  and  it  may  either 
be  written  or  verbal ;  but,  if  either  of  the  two  points  mentioned 
above  are  omitted,  it  is  no  due  notice,  and  the  parties  are  dis- 
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charged.  The  notice  should  also  specify  the  bill,  so  that  it 
cannot  be  mistaken  for  any  other. 

A  stringent  decision  in  the  House  of  Lords,  Solarte  v.  Palmer, 
has  rendered  it  necessary  to  pay  much  attention  to  the  form  of 
not  ice.  Many  notices  have  been  held  insufficient.  Thus,  the 
following  was  held  insufficient : — 

"  Mr.  Maine  :  Sir, — This  is  to  give  you  notice,  that  a  bill 
drawn  by  you,  and  accepted  by  Josia  Bateman,  for  £47  16s.  9d., 
due  July  19,  1835,  is  unpaid,  and  lies  due  at  Mr.  J.  Furze's,  65, 
Fleet  Street." 

The  following  was  held  sufficient : — 

"  Sir, — The  bill  for  £ ,  drawn  by  you,  is  this  day 

returned  with  charges,  to  which  your  immediate  attention  is 
requested." 

The  following  form  of  giving  notice  might  be  adopted  by  an 
indorsee  to  his  indorser,  and  altered  if  necessary  : — 

"  London,  186 

Sir, — The  bill  of  exchange  for  £ ,  dated 


drawn  by  A.  B.,  of ,  upon  C.  D.,  of ,  payable 

months  after  date,  to  A  B,  or  order,  and  indorsed  by  you,  has 
been  duly  presented  for  payment,  and  has  been  returned  dis- 
honored, and  is  now  unpaid.  I  request  you  to  pay  me  the 
amount  of  it  forthwith." 

If  the  instrument  is  so  irregularly  drawn  as  to  make  it  un- 
certain whether  it  is  a  bill  or  note,  it  may  be  described  as  either 
in  the  notice.  But  it  must  be  described  so  that  the  defendant 
shall  be  able  to  identify  it,  and  not  be  able  to  confound  it  with 
soi in;  other  bill.  Thus,  a  notice  to  an  indorser,  who  is  not  also 
the  drawer,  that  a  bill  drawn  by  him  lies  dishonored,  is  not 
good. 

The  best  way  of  sending  notice  of  dishonor  is  by  the  Post 
Office,  which,  being  a  public  office,  any  miscarriage  by  it  will 
not  prejudice  the  sender. 

The  letter  must  be  addressed  particularly  to  the  drawer  if  lie 
reside  in  a  large  town;  unless,  indeed,  he  has  himself  dated  it 
only  generally. 

It  is  essential  to  be  able  to  prove  that  the  letter  of  notice  has 
been  posted,  consequently,  the  messenger  who  takes  it  should 
always  be  required  to  examine  the  letters  sent,  and  certify  with 
his  initials  that  he  has  duly  posted  them. 

But,  though  sending  a  letter  by  the  post  is  the  more  usual 
way  of  giving  notice,  sending  a  clerk,  or  special  messenger,  if 
the  parties  live  in  the  same  town,  is  equally  good ;  and  a  message 
start  to  a  counting-house  within  the  usual  hours  of  business,  is 
sufficient,  even  though  there  is  no  one  within,  as  it  is  the  duty 
of  the  merchant  or  trader  to  have  some  one  in  attendance. 
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Notice  of  dishonor  must  be  sent  within  a  reasonable  time, 
and  a  reasonable  time  is  held  to  be  by  the  post  of  the  next  day- 
after  the  dishonor,  when  the  parties  live  in  different  towns. 
When  they  live  in  the  same  town,  it  mnst  be  given  in  time  to 
be  received  the  day  after  the  dishonor.  Therefore,  when  the 
parties  live  in  London,  and  the  notice  is  sent  through  the  local 
post,  it  mnst  be  posted  in  time  to  be  delivered  the  next  day. 

As  the  acceptor  has  the  whole  of  the  third  day  of  grace  to 
pay  the  bill  in,  even  though  the  demand  should  be  made  hi  the 
morning,  it  is  not  usual  to  send  out  the  notice  the  day  of  the 
dishonor. 

If  the  parties  live  hi  different  towns,  the  notice  must  be 
posted  in  time  to  go  by  the  post  of  the  succeeding  day,  and  if 
there  be  two  mails  between  the  towns,  so  that  bemg  posted  too 
late  by  the  evening  mail  of  the  day  it  ought  to  go,  it  still  goes 
by  the  morning  mail  of  the  next,  and  is  received  in  the  same  day 
as  it  ought  to  have  been,  that  is  not  sufficient. 

The  holder  of  a  bill  in  London,  which  was  dishonored,  sent 
notice  of  dishonor  to  Liverpool,  where  the  drawer  and  indorser 
resided.  It  was  the  messenger's  duty  to  post  the  letters  in  the 
General  Post  Office,  or  its  branch  in  Lombard  Street;  and  if  the 
letter  had  been  posted  in  either  of  them,  it  would  have  gone  that 
night,  and  been  delivered  in  Liverpool  the  next  morning.  It 
was  perfectly  well  known  in  Liverpool  that  the  acceptors  of  the 
bill  had  failed,  and  that  it  would  not  be  paid;  and  the  drawer  of 
it  brought  the  amount  to  the  indorser  on  the  morning  when 
notice  of  dishonor  was  expected.  The  indorser,  however,  did 
not  receive  notice  by  that  post,  and  refused  to  receive  the  funds 
from  the  drawer.  The  fact  turned  out  to  be,  that  the  messenger, 
instead  of  posting  the  letter  in  the  chief  office,  had  posted  it  in 
the  Cornhill  branch,  and  it  was  too  late  to  go  by  that  night's 
post.  It  went,  however,  next  morning,  and  reached  Liverpool 
the  same  afternoon,  but  this  was  held  not  sufficient,  and  the 
holder  lost  his  remedy  against  the  other  parties. 

When  there  are  several  parties  on  a  bill,  each  has  a  similar 
time  of  one  day,  io  give  notice  to  the  parties  antecedent  to  him. 

And  where  a  banker  or  other  agent  holds  a  bill,  lor  the  pur- 
pose of  collection,  he  has  :i  day  to  give  notice  to  his  customer, 
and  his  customer  another  day  to  give  notice  to  the  preceding 
parties. 

Where  a  bill  passes  through  several  branch  banks  of  the  same 
establishment,  each  branch  is  to  be  considered  as  a  separate 
bolder,  entitled  to  receive  and  transmit  notice. 

When  the  last  day  of  grace  falls  on  Sunday,  Christmas  Day, 
or  Good  Friday,  the  bill  is  payable  on  tin  preceding  day;  but, 
il'a  man  receive  notice  of  dishonor  on  such  a  day,  il  i^  not  to  be 
reckoned  in  computing  time  in  which  notice  is  to  be  given,  as 
he  is  not  bound  to  open  letters  on  such  a  day. 
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Notice  of  dishonor  must  be  given  by  some  party  to  the  bill, 
or  his  agent,  and  not  by  a  stranger.  And  even  a  party  to  it, 
who  is  not  in  a  condition  to  maintain  an  action  upon  it,  cannot 
give  notice.  Thus,  a  notice  by  a  first  indorsee,  who  had  not 
himself  received  notice  from  the  second  indorsee,  :md  was, 
therefore,  exonerated  from  liability,  was  of  no  avail,  as  between 
the  second  indorsee  and  the  drawer.  Nor  can  any  party  to  the 
bill,  who  has  been  discharged  by  laches,  give  notice. 

But  a  notice  by  the  holder,  or  by  a  person  who  may  be  sued, 
and  may  himself  sue,  will  be  sufficient  on  behalf  of  all  antecedent 
or  subsequent  parties.  Thus,  a  notice' by  the  holder  to  the 
drawer,  will  operate  as  a  notice  from  each  indorser  to  the 
drawer;  or  if  any  indorser  has  duly  received  notice,  notice  given 
by  him  to  the  drawer  will  be  equally  in  favor  of  all  parties. 

An  agent  for  any  of  the  parties  entitled  to  give  notice,  such  as 
his  banker  or  attorney,  may  also  give  notice. 

In  all  cases,  it  is  better  for  the  holder  to  give  notice  to  all 
parties  on  the  bill,  where  he  can  do  so.  In  many  cases,  where 
there  are  several  indorsements  on  the  bill,  it  is  common  to  send 
notice  only  to  the  last  indorser,  enclosing  him  notices  to  be 
transmitted  to  the  previous  parties.  But  if  the  last  indorser 
neglects  to  do  so,  they  are  discharged. 

When  there  are  several  indorsees,  the  laches  of  one  will 
discharge  all  the  prior  parties. 

If  the  drawer  of  a  bill  become  bankrupt,  he  is  still  entitled  to 
notice.  And  if  he  have  absconded,  notice  should  be  given  to  the 
person  in  charge  of  the  estate.  If  he  be  dead,  notice  should  be 
given  to  his  personal  representatives. 

If  parties  are  jointly  liable  on  a  bill,  notice  to  one  is  sufficient. 

We  have  already  seen  that  a  person  who  transfers  by  mere 
delivery  a  negociable  instrument  payable  to  bearer  for  value,  is 
not  liable  on  it  in  case  of  non-payment,  nor  upon  the  considera- 
tion, consequently,  he  does  not  require  notice  of  dishonor.  But 
if  it  be  given  in  payment  of  a  pre-existing  debt,  he  will,  in 
general,  continue  liable  on  the  consideration,  if  due  notice  of  the 
dishonor  be  given  him. 

It  is  necessary,  for  the  convenience  of  merchants,  that  the  rule 
regarding  notice  of  dishonor  should  be  extremely  strict;  but 
there  are  some  cases  where  notice  may  be  dispensed  with  or 
waived,  as  where  the  drawer  promised  the  holder,  some  days 
before  the  bill  became  due,  to  call  and  see  if  the  bill  had  been 
paid  by  the  acceptor,  he  was  held  to  have  dispensed  with  notice. 
But  the  cases  on  the  subject  are  conflicting,  and  it  is  much 
better  in  all  cases  to  give  notice. 

Delay  of  notice  is  excusable  where  the  indorser  is  himself  to 
blame.  Tims,  it  is  a  very  common  practice  for  persons  to 
indorse  bills  without  giving  their  place  of  residence.  In  such 
eases,    the    holder    may    have    a    dishonored   bill    with    several 
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indorsements  upon  it,  and  he  may  not  be  able  to  find  out  their 
addresses  immediately.  If  he  uses  reasonable  diligence  to  dis- 
cover the  residence  of  the  indorser,  and  gives  notice  of  dishonor 
as  soon  as  he  discovers  it,  that  is  due  notice  of  dishonor  within 
the  usage  and  custom  of  merchants.  After  the  residence  of 
the  party  is  discovered,  the  holder  has  the  same  time  to  give 
notice  as  he  would  have  had  at  first. 

The  death  or  dangerous  illness  of  the  holder,  or  his  agent, 
may  excuse  want  of  notice. 

The  death,  bankruptcy,  or  insolvency  of  the  drawer,  however 
notorious,  is  no  excuse  of  neglect  of  notice. 

Notice  of  dishonor  need  not  be  given  to  the  indorser  of  a 
promissory  note  not  negociable. 

In  the  case  of  an  accommodation  bill  accepted  by  the  drawee 
for  the  accommodation  of  the  drawer,  as  it  is  the  legal  duty  of 
the  latter  to  provide  the  funds  to  meet  it,  he  is  not  entitled  to 
notice  of  dishonor. 

Ox  Acceptance  and  Payment  supra  protest, 

OR    FOR    HONOR. 

10.  Protest  for  non-acceptance,  or  non-payment,  is  in  complete 
disuse  for  inland  bills ;  but  it  is  necessary  for  foreign  bills. 
Protest,  however,  is  not  necessary  on  a  foreign  promissory  note. 
But  sometimes,  where  acceptance  or  payment  is  refused,  another 
party  may  accept,  or  pay  it  for  the  honor  of  the  acceptor,  or  of 
some  other  party  on  the  bill.  In  such  cases  a  protest  is  neces- 
sary, as  it  can  only  be  done  after  protest  for  dishonor.  Such 
an  acceptance  or  payment  is  said  to  be  supra  protest,  or  for 
honor. 

The  holder  of  a  bill  which  has  been  refused  acceptance  by  the 
drawer,  but  who  is  offered  an  acceptance  for  the  honor  of  some 
other  party  on  it,  must  have  it  first  protested,  and  then  it  may 
be  accepted  for  honor.  lie  must  present  it  for  payment  at  ma- 
turity in  the  usual  way,  for  the  drawee  may  change  his  intention 
and  pay  it.  If  he  does  not,  it  must  be  again  protested  for  non- 
payment, and  then  presented  for  payment  to  the  acceptor  supra 
protest. 

The  acceptor  supra  protest  has  his  remedy  against  the  party 
for  whose  honor  lie  accepts,  and  all  parties  antecedent  to  him, 
for  any  damages  he  may  suffer  by  paying  the  bill. 

Upon  protest  for  non-payment  of  a  bill,  any  person  may  pay  it 
for  the  honor  of  any  other  parties,  and  has  a  right  of  action 
against  the  party  for  whom  the  payment  is  made,  and  all  others 
whom  that  one  could  have  sued,  but  others  are  discharged. 

But  a  simple  course,  with  respect  to  inland  hills,  is  simply  to 
pay  the  bill  generally,  and  then  the  payer  becomes  an  indorsee, 
and  retains  his  rights  against  all  the  indorsers. 

And  this  is  the  proper  course  to  follow  with  regard  to  promis- 
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sory  notes,  because  the  Law  Merchant  does  not  recognize  payment 
supra  protest  upon  them,  but  only  on  bills  of  exchange. 

On  Lost  and  Destroyed  Bills  and  Notes. 

1 1 .  The  finder,  or  the  thief,  of  a  bill  or  note  acquires  no 
property  in  it,  so  as  to  enable  him  to  sue  upon  it,  or  retain 
it  from  the  rightful  owner;  but  if  it  be  transferable  by  delivery, 
and  he  passes  it  away  for  -value,  his  transferee,  if  he  tool<  it 
bond  fide,  is  entitled  to  retain  it,  and  compel  payment  from  all 
parties  to  it. 

The  loser  should  immediately  give  notice  to  the  parties  on 
the  bill,  for  they  will  make  inquiry  of  the  party  presenting  it 
for  payment.  He  should  also  advertise  its  loss,  and  circulate 
notice  of  it  among  all  bankers  and  bill  brokers,  in  case  it  may  be 
offered  them  for  discount. 

The  question  has  been  recently  tried  twice — whether,  if  notices 
have  been  duly  served  upon  foreign  money  changers  that  Bank  of 
England  notes  have  been  stolen,  and  they  afterwards,  in  the  ordi- 
nary course  of  their  business,  cash  them  bondfi.de,  they  can  recover 
their  value  from  the  Bank  of  England.  In  each  case  it  w  as 
proved  that  notice  had  been  duly  served.  The  juries,  however, 
gave  exactly  opposite  verdicts  in  the  two  cases- -one  for,  and 
the  other  against,  the  plaintiff1.  Such  is  the  glorious  uncertainty 
of  juries!  The  Court  in  Banc  decided  that  the  former  view  is 
correct,  and  that  the  amount  may  be  recovered.  Raphaels. 
Bank  of  England.    25,  L.J.  C.P.,  33. 

Though  the  holder  may  have  lost  or  destroyed  a  bill,  he  must 
still  demand  payment  from  the  drawee  at  maturity ;  and  give 
notice  of  dishonor,  for  the  bill  may  still  be  paid  with  or  without 
an  indemnity. 

If  a  bill  or  note  is  proved  to  have  been  destroyed,  it  was 
formerly  held  that  the  holder  might  recover  at  law,  by  giving 
secondary  evidence  of  its  contents.  This  decision,  however, 
was  overruled,  and  it  was  settled  that  the  owner  of  a  destroyed 
bill  or  note,  if  negociable,  could  neither  recover  at  law  against 
the  other  parties,  nor  could  he  even  sue  on  the  consider- 
ation But  this  has  been  changed  by  a  recent  Statute,  quoted 
below. 

But  if  a  bill,  or  note,  or  cheque,  made  or  become  payable  to 
bearer,  be  lost,  the  owner  cannot  bring  any  action  against  any 
of  the  parties  to  it,  either  on  the  instrument  itself,  or  on  the 
consideration  ;  for  it  may  have  got  into  the  hands  of  a  bond 
fide  holder  for  value,  who  is  entitled  to  enforce  payment  of  it 
from  the  parties  liable. 

But  if  the  bill  or  note  be  not  negociable,  or  only  transferable 
by  indorsement,  then,  as  the  acceptor  cannot  be  prejudiced  by 
payment  to  the  real  owner,  an  action  will  lie. 

However,  in  case  of  a  bill  or  note  being  lost,  the  Statute 
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1698,  c.  14,  s.  3,  enacts,  that  in  case  any  inland  bill  of  exchange, 
payable  at  any  certain  number  of  clays,  weeks,  or  months,  after 
date,  be  lost  within  the  time  limited  for  payment  thereof,  the 
drawer  of  the  bill  shall  lie  obliged  to  give  another  bill  of  the 
same  tenor  and  effect  as  the  lost  bill,  upon  receiving  a  security 
from  the  person  he  gives  it  to,  to  indemnify  him  against,  all 
Consequences  of  the  bill  being  found  again. 

The  remedy  hi  this  case  must  be  sought  for  in  a  court  of 
equity;  a  court  of  law  having  no  power  to  compel  a  man  to  do 
anything.  And  the  courts  of  equity  have  given  a  most  sweeping 
extension  of  the  words  of  the  Statute;  for  they  stretch  its 
words  to  include  all  bills,  and  all  parties  to  a  bill  ;  not  only  bills, 
but  notes,  after  they  are  due,  as  well  as  before ;  and  not  only 
new  bills  or  notes  may  be  required,  but  payment.  In  all  cases, 
however,  with  a  satisfactory  indemnity. 

By  Act,  however,  Statute  1854,  c.  125,  s.  87,  in  case  of  any 
action  founded  upon  a  bill  •  of  exchange,  or  other  negociable 
instrument,  the  Court,  or  a  Judge,  has  power  to  order  that  the 
loss  of  such  instrument  shall  not  be  set  up,  provided  an  indemnity 
is  given,  to  the  satisfaction  of  the  Court,  or  Judge,  or  a  Master, 
against  the  claims  of  any  other  person  upon  such  negociable 
instrument. 

If  a  bill  or  note  be  lost  in  transmission  by  the  post,  or  by 
any  mode  which  the  creditor  directs,  the  loss  will  fall  upon 
him. 

Ojst  the  Order  oe  Liability  of  the  Parties  on  a  Bill 
or  Note. 

12.  The  parties  on  a  bill  are  never,  and  the  parties  on  a  note 
are  very  frequently  not,  liable  in  an  equal  degree. 

On  a  bill  of  exchange,  the  acceptor  is  the  principal  debtor, 
liable  always,  and  in  any  case,  to  the  holder;  the  drawers  and 
indorsers  are  only  sureties,  liable  to  pay  only  on  certain  con- 
ditions; and  a  discharge  to  the  principal  is,  in  all  cases,  a 
discharge  to  the  sureties. 

And  each  party  in  succession  is  a  principal  debtor  to  the 
holder,  and  the  subsequent  parties  are  his  sureties;  consequently, 
a  discharge  to  any  party  is  a  discharge  to  all  subsequent  parties; 
but  a  discharge  to  a  surety  is  no  discharge  to  a  principal. 

Thus,  the  acceptor  is  the  principal  debtor  to  the  holder,  and 
the  drawer  and  indorser  are  his  sureties.  Between  the  holder 
and  the  drawer,  the  drawer  is  the  principal  debtor,  and  the 
indorsers  are  his  sureties;  so,  between  the  bolder  and  the  first 
indorser,  the  latter  is  the  principal  debtor,  and  the  other  indorsers 
are  his  sureties;  and  so  on  in  succession. 

Where  the  payee  is  a  different  person  from  the  draw  er,  lie  stands 
in  the  position  of  first  indorsee  to  a  bill  payable  to  drawer's 
order. 
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'  The  maker  and  indorsers  of  a  note  stand  in  the  same  order  as 
tlic  acceptor  and  indorsers  of  a  bill. 

In  a  joint  and  several  note,  it  frequently  happens  that  one  party 
is  really  the  principal,  and  the  other  the  surety.  Evidence  of 
this  will  be  received  in  equity,  to  prove  that  time  given  to  the 
principal  will  discharge  the  surety;  but  not  at  law. 

An  agreement  to  give  the  acceptor  time  to  pay,  without  con- 
sent of  all  the  sureties,  will  discharge  them. 

Such  an  agreement  must  not  be  an  agreement  in  the  ordinary 
colloquial  sense  of  the  word,  but  a  legal  agreement,  founded 
upon  a  good  consideration,  and  binding  in  law. 

Hence,  a  mere  forbearance  to  sue,  or  a  promise  not  to  sue  or 
press  him,  is  no  discharge  to  the  sureties,  because  such  a  promise 
is  a  mere  nudum  pactum,  revocable  at  will. 

But  if  the  holder  contract  to  destroy  or  suspend  his  remedy 
against  the  acceptor,  all  the  sureties  are  discharged,  unless  the 
agreement  contain  a  stipulation  that  the  holder  shall,  on  default, 
have  judgment  at  as  early  a  period,  as  if  hostile  proceedings  had 
been  commenced. 

Or,  even  where  the  promise  is  made  to  a  third  party,  it  must 
be  such  as  will  satisfy  the  Statute  of  Frauds.  Thus,  where  the 
executrix  of  an  acceptor  verbally  promised  the  creditor  to  be 
answerable  for  the  debt  herself,  if  he  would  forbear  to  sue,  and 
he  did  not  sue,  it  was  held  that  the  drawer  was  not  discharged, 
because  the  promise  should  have  been  in  writing. 

Taking  a  new  bill  from  the  acceptor,  payable  at  a  future 
day,  without  consent  of  the  drawers,  discharges  the  sureties ; 
but  it  will  not  do  so  if  merely  taken  as  a  collateral  security ; 
nor  will  taking  other  and  further  security  release  the  sureties, 
if  expressed  to  be  for  that  purpose,  and  not  in  lieu  of  the  first 
liability. 

Part  payment  by  the  principal,  or  by  the  surety,  is  no  discharge 
of  the  latter;  nor  will  taking  a  warrant  of  attorney  from  the 
acceptor,  payment  by  instalments,  provided  the  payment  of  the 
last  instalment  be  not  delayed  beyond  the  time  when  execution 
might  have  been  had  in  the  regular  course  of  the  action. 

If  the  holder  voluntarily  receives  a  composition  from  the  accep- 
tor, without  the  permission  of  the  sureties,  they  will  be  dis- 
charged :  but  if  the  acceptor  is  bankrupt  or  insolvent,  and 
discharged  under  the  Insolvent  Act,  he  may  recover  the  balance 
from  the  sureties. 

Although  the  surety  is  discharged  by  any  indulgence  to  the 
acceptor,  yet,  if  he  afterwards  expressly  assent,  with  a  full  know- 
ledge of  facts,  to  what  has  been  down,  either  by  word  or  acts, 
it  is  a  waiver  of  his  discharge,  and  his  liability  will  continue, 
even  though  he  should  have  mistaken  the  law. 

When  a  bill  is  accepted  for  the  accommodation  of  a  drawer, 
he  ^s  not  entitled  to  notice  of  dishonor. 
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Forgery  of  Bills  and  Notes. 

13.  Forgery  is  defined  to  be  the  making,  or  altering,  any  writ- 
ing with  intent  to  defraud  ;  and  the  forgery  of  bills  or  notes,  or  of 
any  part  of  them,  and  uttering  them,  when  forged,  are  felonies. 

Forgery  is  of  several  descriptions.  It  may  be  writing  the 
name  of  an  existing  person;  or  it  may  be  the  misapplication  of  a 
genuine  signature. 

Tims,  where  a  man,  having  obtained  the  genuine  signature  of 
Thomas  Gibson  (before  the  Stamp  Act),  wrote  above  it,  a  promis- 
sory note  for  £6,400,  he  was  convicted  of  forging  the  note;  and 
where  the  same  prisoner,  having  got  the  genuine  signature  of 
another  person,  wrote  on  the  other  side  of  the  paper  a  promissory 
note  payable  to  that  person,  making  the  signature  appear  to  be 
an  indorsement,  he  was  convicted  of  forging  the  indorsement. 

Fraudulently  obliterating  or  altering  the  crossing  of  a  cheque 
is  i'elony. 

Fraudulently  signing  a  bill  or  note  by  procuration  for  any 
other  person,  or  otherwise,  without  lawful  authority,  or  know- 
ingly uttering  the  same,  is  felony. 

Inducing  a  person,  by  violence  or  threats,  to  execute  a  bill,  note, 
or  other  valuble  security,  is  felony. 

Inducing  a  person,  by  false  pretences,  to  sign  a  bill  or  note,  or 
to  destroy  the  instrument,  wholly  or  partially,  is  a  misdemeanour. 

It  is  a  very  common  practice  for  persons  to  draw  bills  in  the 
names  of  fictitious  persons,  and  discouut  them  with  their  bankers. 
This  offence  is  forgery. 

It  is  forgery  for  a  man  to  write  his  own  name  with  the  inten- 
tion that  it  should  pass  as  the  signature  of  some  one  else. 

So  every  fraudulent  alteration,  whether  by  subtraction, 
addition,   or  substitution,  is   forgery. 

Uttering  an  instrument  is  parting  with  it,  or  tendering  it,  or 
offering  it  for  value. 

When  a  bill  or  note  has  come  into  possession  of  the  holder, 
through  a  forgery,  he  cannot  recover  upon  it,  or  even  retain  it. 
And  if  an  acceptor,  or  maker,  pays  the  holder  who  derives  his 
title  through  a  forgery,  thai  will  not  discharge  him. 

The  vendee  of  a  forged  hill  is  entitled  to  demand  back  the 
money  from  the  vendor,  unless  there  is  a  negligence  on  his  part. 
Bui  the  acceptor  <>l' a  bill  is  bound  to  know  the  drawer's  hand- 
writing; and  so,  bankers  are  bound  to  know  their  customers' 
signatures  ;  and  it  is  a  doubtful  poinl  whether  they  can  recover  the 
money  paid  upon  a  forged  signature  of  their  customers  upon  a  bill. 

These  seem  to  In-  the  chief  points  of  the  law  of  bills  and  notes, 

which  occur  in  daily  practice,  and  are  mosl  necessary  to  be 
known.  Other  proceedings  upon  such  instruments  will  be  in 
charge  of  the  banker's  solicitor,  and  for  which  we  must  refer  to 
the  larger  treatises  on  the  subject. 

Y 
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ON   THE    RISE    AND    PROGRESS    OF    JOINT  STOCK 
BANKING  IN  ENGLAND. 

Act  of  1826  permitting  Joint  Stock  Banks,  of  Issue  Sixty- 
five  MILES  FROM  LONDON JOINT  STOCK  BANKS   NOT  ISSUING 

Notes  held  to  be  no  Infringement  of  the  Bank  Charter 
— Total  Repeal  in  1857  of  Sir  Robert  Peel's  Joint  Stock 
Banking  Act  of  1844 — The  Principle  of  Limited  Lia- 
bility EXTENDED  TO  BANKS  IN  1858 — CONCLUSION. 

1.  It  is  very  commonly  supposed  that  Joint  Stock  Banks  were 
not  permitted  by  law  in  England  before  1826,  nor  in  the  metro- 
polis till  1833,  but  the  preceding  narrative  shews  that  this  idea 
is  incorrect.  By  the  common  law,  Joint  Stock  Companies  of  all 
sorts,  including,  of  course,  banks,  are  perfectly  legal,  and,  conse- 
quently, if  we  wish  to  have  a  correct  idea  of  the  matter,  we 
must  observe  this,  and  then  ascertain  what  changes  and  modifi- 
cations were  made  in  the  common  law  by  successive  Acts  of 
Parliament. 

2.  Although  the  first  joint  stock  mania  in  England  took  place 
in  1694,  no  one  at  that  time  thought  of  getting  up  a  joint  stock 
bank,  in  fact,  joint  stock  bank  shares  are  the  very  last  thing  any 
one  would  think  of  getting  up  as  a  mere  speculation.  When 
the  Bank  of  England  was  founded,  it  received  no  monopoly  in 
its  favor,  and  it  was  only  in  1697,  after  the  disastrous  failure  ot 
the  Land  Bank  Scheme,  and  the  ruin  of  public  credit,  that  the 
Bank  was  enabled  to  obtain  a  monopoly-  But  even  that  did  not 
affect  the  common  law  right  to  establish  such  institutions,  it 
only  said  that  no  rival  bank  should  be  erected  or  countenanced 
by  Parliament.  None,  however,  were  formed  ;  but,  in  1708, 
another  Company  began  doing  banking  business  by  issuing 
notes.  The  Bank  then,  in  1709,  obtained  the  clause  in  the  Act 
of  that  year,  prohibiting  any  company  of  persons  exceeding  six 
in  number  from  "borrowing,  owing,  or  taking  up  money  on 
their  bills,  or  notes  payable  to  bearer  on  demand,"  which,  we 
have  shewn,  was  the  well  understood  meaning  of  the  word 
"  banking  "  at  thai  time.  This  clause  was  effectual  up  to  1742, 
when,  in  the  Act  of  that  year,  it  was  re-enacted  in  much  more 
full  and  explicit  terms.  Ihit  still  the  restriction  was  confined  to 
borrowing,  or  owi.no,  money  on  their  bills,  or  notes.  Conse- 
quently the  new  method   subsequently   introduced  of  creating 
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liabilities  by  means  of  entries  and  cheques,  which  was  borrowed 
from  the  Dutch  by  our  bankers,  was  not  affected  by  the  res- 
trictive words  of  the  Act.  As  soon,  therefore,  as  the  London 
bankers  discontinued  their  issues  of  notes,  and  adopted  entries 
and  cheques,  there  was  no  law  whatever  to  prevent  joint  stock 
banks  being  formed,  and  carried  on  by  that  method.  This, 
however,  completely  escaped  obseiwation,  and  we  can  have  very 
little  doubt  that  if  this  flaw  in  the  monopoly  had  been  discovered, 
and  an  attempt  made  to  take  advantage  of  it,  Parliament  would 
immediately  have  put  it  down,  as  there  can  be  no  possible  doubt 
but  that  it  was  their  manifest  intention  to  create  a  complete  and 
effectual  monopoly  on  behalf  of  the  Bank,  and  protect  it  from 
any  rival  banks  of  any  sort  whatever.  The  effects  of  this 
monopoly,  however,  were  most  disastrous.  Bank  of  England 
notes  had  no  circulation  beyond  London,  and  it  would  not 
establish  any  branches  in  the  country.  No  other  powerful  and 
wealthy  banks  could  be  formed,  the  consequence  was,  that  when 
enterprise  awoke  in  the  country  in  the  last  quarter  of  the  last 
century,  and  there  wras  a  great  demand  for  an  increased  currency, 
all  sorts  of  petty  tradesmen  in  all  directions,  grocers,  linen- 
drapers,  cheesemongers,  tailors,  &c,  started  up,  and  turned 
"  bankers,"  i.  e.,  issuers  of  promissory  notes,  so  much  so,  that  in 
1793  there  were  about  400  of  these  country  "bankers."  But, 
of  course,  this  paper  currency  was  of  a  most  rotten  description, 
and  on  the  occasion  of  any  great  commercial  crisis  they  failed  by 
dozens.  In  the  great  crisis  of  1*793  no  less  than  100  stopped 
payment,  and  double  that  number  were  greatly  shaken.  In  1810 
about  a  similar  number  stopped,  a  great  number  in  1812, 
and  in  the  three  years,  1814-15-16,  ninety-two  commissions  in 
bankruptcy  were  issued  against  banks,  and,  allowing  the  usual 
proportion  of  four  suspensions  to  one  bankruptcy,  in  those  three 
years  alone  about  300  banks  stopped.  In  twenty-eight  years, 
from  1791  to  1818,  the  official  return  shews  that  273  commis- 
sions were  issued  against  bankers,  or  we  may  fairly  assume  that 
upwards  of  1,000  banks  stopped  payment  during  that  period. 
The  intolerable  hardship  of  the  monopoly  of  the  Bank  Charter 
may  be  conceived,  when  the  Bank,  doing  no  business  itself  at 
such  places  as  Bristol  or  Liverpool,  no  powerful  bank  could  be 
formed  at  these  places  on  account  of  it.  These  enormous 
failures  among  the  country  bankers,  spreading  ruin  and  desola- 
tion throughout  whole  districts  of  territory,  naturally  turned 
public  attention  to  the  Scotch  system  of  banking,  where,  with 
the  single  exception  of  the  Ayr  Bank,  there  had  been  no  failure 
of  a  joint  stock  bank.  Mr.  Joplin  is  the  earliest  person  that  we 
are  aware  of,  who  discovered  that  the  Charter  of  the  Bank  of 
England  did  not  prevent  banking  companies  being  formed 
which  did  not  issue  notes.  In  a  pamphlet,  entitled  Sitpple- 
mentary  Observations  to  the    Third  Edition  of  an  JEssay  on 
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Banking,  &c,  1823,  he  says,  p.  84  : — "That  public  banks  have 
not  hitherto  existed,  more  especially  in  London  and  Lancashire, 
seems  to  have  risen  from  the  want  of  a  proper  knowledge  of  the 
principles  of  banking,  rather  than  from  the  Charter  of  the  Bank 
of  England,  which,  I  find,  does  not  pr<  vent  public  banks  for  the 
deposit  of  capital  from  being  established      *  *    That 

banks  ought  to  be  the  permanent  depositories  of  the  capital  of 
the  country,  is  an  idea  which  no  writer  lias  hitherto  entertained, 
and  the  silent  operations  of  the  Scotch  banks  have  eluded 
observation.  It  lias,  in  fact,  always  been  hitherto  considered, 
that  the  proper  business  of  a  bank  teas  to  issue  notes  end 
discount  bills  at  short  dates.  This  is  very  strikingly  exemplified 
by  the  clause  in  the  charter  of  the  Bank  of  England,  which 
restricts  other  banks  to  six  partners."  (Mr.  Joplin  then  quotes 
the  clause,  and  says,)  "  It  is  quite  evident  that  the  trainers  of  the 
above  clause  considered  the  business  pursued  by  the  Bank  of 
England  the  only  proper  banking.  It  appeared  to  them  that 
preventing  banks  with  more  than  six  partners  from  issuing  bills 
at  short  dates,  or  notes  payable  on  demand,  was  altogether 
conferring  on  the  Bank  the  privilege  of  exclusive  banking  as  a 
public  company.  This  it  did  no  doubt,  according  to  tin  ir  defini- 
tion of  the  term,  hut  it  still  leaves  the  most  important  part  of 
banking  open  to  the  public.  There  is  at  this  moment  n<>  legal 
impediment  to  the  establishment  of  joint  stock  companies  for 
trading  in  real  capital.  Both  the  letter  and  the  spirit  of  the 
Charter  has  reference  to  the  circulation  of  bills  and  notes 
alone.  A  bank  which  traded  only  in  capital  would  not  in  the 
least  touch  upon  the  monopoly  of  the  Bank  of  England,  nor  he 
any  infringement  of  its  charter.'1  Thus  Mr.  Joplin  has,  as  far 
as  we  are  aware,  the  merit,  of  perceiving  the  loophole  in  the  Act, 
by  means  of  which,  ten  years  later,  the  first  joint  stock  bank 
was  established  in  London. 

3.  An  attempt  in  1823  to  gain  the  consent  of  the  Bank  of 
England  to  give  up  the  privileges  of  their  Charter,  so  far  as  to 
permit  joint  stock  banks  to  lye  formed  in  the  country,  having 
failed,  even  though  a  bribe  was  offered,  nothing  further  took  place 
till  1826,  when  the  disasters  of  the  preceding  year  being  \^vy 
generally  attributed  to  the  improper  management  of  the  country 
banks,  the  Ministry  were  powerful  enough  to  ooinpel  the  Bank 
to  give  up  its  unjustifiable  monopoly,  and  at  length  agreed  to 
permit  joint  stock  hunks  to  hi'  formed  beyond  sixty-five  miles 
from  the  metropolis.  The  Statute  1826,  C  40,  was  passed  for 
this  purpose.      Its  chief  provisions  are: — 

I.  That  banks  of  an  unlimited  nuniher  of  partners  may  be 
formed,  and  carry  on  all  descriptions  of  banking  business  by 
issuing  notes  and  hills  pay  a  hie  on  denial  id,  or  otherwise,  provided 
that  such  corporations  or  partnerships  should  not  have  any  house 
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of  business  or  establishment  as  bankers  in  London,  or  at  any 
place  within  sixty-five  miles  of  London  ;  and  that  each  member 
of  such  corporation,  or  partnership,  should  be  liable  for  all  its 
debts  of  every  description,  contracted  while  he  was  a  partner, 
or  which  fell  due  after  he  became  a  partner. 

II.  No  such  banking  company  was  to  issue  or  re-issue,  either 
directly  or  indirectly,  within  the  prescribed  distance,  any  bill  or 
note  payable  to  bearer  on  demand,  or  any  bank-post  bill,  nor 
draw  upon  its  London  agents  any  bill  of  exchange  payable  on 
demand,  or  for  any  less  sum  than  £50,  but  they  might  draw 
any  bill  for  any  sum  of  £50  or  upwards,  payable  in  London  or 
elsewhere,  at  any  period  after  date,  or  after  sight. 

III.  Such  banking  companies  were  expressly  forbidden,  by 
themselves  or  their  agents,  to  borrow,  owe,  or  take  up  in  London, 
or  at  any  place  within  sixty-five  miles  of  London,  any  sum  of 
money  on  any  of  their  bills  or  notes  payable  on  demand,  on  at 
any  less  time  than  six  months  from  the  borrowing  thereof,  but 
they  might  discount  in  London,  or  elsewhere,  any  bill  or  bills  of 
exchange,  not  drawn  by,  or  upon,  themselves,  or  by,  or  upon, 
any  person  on  their  behalf. 

IV.  Before  such  a  company  began  business,  they  were  to 
make  a  return  of  the  names  and  addresses  of  all  their  partners, 
and  places  for  carrying  on  business,  and  the  names  of  two  or 
more  of  their  partners,  being  resident  in  England,  who  were  to 
be  appointed  public  officers,  and  in  whose  names  the  company 
were  to  sue  and  be  sued,  which  return  was  to  be  verified  by 
oath.  And  they  were  required  to  make  returns  of  all  changes 
in  their  body. 

V.  That  all  proceedings  at  law  and  in  equity,  civil  and  criminal, 
should  be  taken  by  and  against  the  public  officers  of  the  company. 
All  decrees  and  judgments  obtained  against  such  public  officers 
should  be  valid  against  all  and  every  member  of  the  company; 
and  execution  upon  a  judgment  against  the  public  officer  might 
be  issued  against  any  member  of  the  company.  But  that  every 
such  public  officer  or  person,  against  whom  such  execution  was 
issued,  should  be  fully  indemnified  by  the  other  members  of  the 
company  ;  but  that  no  execution  should  issue  against  any  person, 
more  than  three  years  after  he  had  ceased  to  be  a  partner. 

VI.  The  Bank  of  England  was  authorised  to  establish 
branches  at  any  place  in  England. 

VII.  Such  banking  companies  might  issue  unstamped  notes 
upon  giving  certain  securities  to  the  Crown,  to  make  true 
returns  of  the  amount  of  their  issues,  and  to  pay  the  amount  of 
stamp  duty  on  them;  and  they  were  not  obliged  to  take  out 
more  than  four  licenses  for  issuing  notes  in  different  places. 
For  any  breach  of  these  provisions  in  neglecting  to  send  returns, 
the  penalty  was  £500  per  week,  and  various  penalties  were  exacted 
for  false  returns.     And  every  breach  of  the  provisions  relating 
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to  their  banking  business  subjected  the  company  to  a  penalty 
of  £50. 

VIII.  The  rights  and  privileges  of  the  Bank  of  England  were 
to  remain  intact  and  unaltered,  except  so  far  as  varied  by 
that  Act. 

4.  Subject  to  these  restrictions  upon  their  business,  this  Act 
made  no  provisions  regarding  the  constitution  or  capital  of  these 
companies.  Each  one  was  allowed  to  devise  a  constitution  for 
itself,  to  name  its  own  capital,  and  to  make  any  public  announce- 
ment regarding  it  that  it  pleased.  The  formation  of  joint  stock 
banks  under  this  Act  proceeded  very  slowly  at  first,  not  more  than 
four  or  five  being  formed  in  as  many  years.  In  fact,  such  banks 
could  only  be  successfully  formed  by  influential  persons,  and,  of 
course,  each  of  these  had  already  his  own  bank,  which  he  would 
naturally  be  unwilling  to  injure  by  the  formation  of  so  powerful 
a  rival.  The  first  joint  stock  bank  was  formed  at  Lancaster,  the 
next  at  Bradford,  and  another  at  Norwich,  before  any  one  was 
formed  at  one  of  the  great  manufacturing  towns.  It  was  not 
till  the  prosperous  years  of  1833-34-35-36,  that  any  very 
remarkable  increase  took  place  in  their  numbers.  In  these  years, 
however,  they  multiplied  rapidly,  more  especially  in  1836,  when 
upwards  of  forty  were  established  in  the  spring. 

5.  On  the  renewal  of  the  Bank  Charter  hi  1833,  it  was 
determined  to  take  off  the  vexatious  restriction  of  preventing 
banking  companies  making  their  bills  and  notes  for  less  than 
£50,  payable  on  demand  by  their  agents  in  London.  And  they 
were  required  to  keep  weekly  accounts,  to  be  verified  on  oath,  of 
the  amount  of  their  notes  in  circulation,  and  make  a  return  to 
the  Commissioners  of  Stamps  of  the  average  amount  in  circu- 
lation every  quarter. 

6.  It  was  at  this  time,  as  we  have  already  noticed,  that  the 
discovery  made  in  1822  by  Mr.  Joplin,  that  the  Bank  Charter 
did  not  prohibit  joint  stock  banks  being  formed  in  London,  and 
carrying  on  their  business  on  the  method  then  adopted  by  the 
London  Bankers,  attracted  attention,  and,  on  the  ease  being 
submitted  to  the  law  officers  of  the  Crown,  they  confirmed  tins 
view.  The  flank  of  the  monopoly  of  the  Dank  of  England,  as 
we  may  say,  being  turned  in  this  extraordinary  and  unexpected 
manner,  excited  much  consternation  and  alarm  in  that  body,  and 
tlie\  requested  to  have  this  omission  rectified,  but  Lord  Althorp 

decidedly  refused  anything  of  the  sort,  and  told  them  that  the 
bargain  was  that  their  privileges  should  remain  as  they  were, 
;md  he  would  not  consent  to  any  extension  of  them.  To  remove 
all  possible  doubts  on  the  subject,  a  declarator}  clause  was  in- 
serted in  the  Bank  Charter  Act,  expressly  permitting  joint  stock 
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banks  to  be  formed,  provided  they  did  not  borrow,  or  take  up 
in  England,  any  sum  or  sums  of  money,  on  their  bills  or  notes 
payable  on  demand,  or  at  any  less  time  than  six  months  from  the 
borrowing  thereof.  This  declaratory  clause  was  not  long  in 
being  acted  upon;  and  soon  after  the  Act  was  passed,  measures 
were  taken  to  constitute  a  joint  stock  bank  in  London.  This 
was  the  London  and  Westminster  Bank,  which  has  since  been 
managed  with  such  distinguished  success. 

7.  The  enormous  difficulties  which  must  have  attended  the 
successful  organisation  of  this  great  establishment  may  be  con- 
ceived when  we  remember  that  it  was  not  formed  under  the 
Joint  Stock  Banking  Act  at  all,  which  had  no  force  within  sixty- 
five  miles  of  London,  but  that  it  was  nothing  but  an  ordinary 
partnership  at  common  law.  One  of  the  least  of  the  incon- 
veniences of  this  was  that  it  could  not  maintain  an  action  at  law 
for  the  most  trivial  debt,  without  enumerating  all  and  each  of 
the  partners,  and  the  slightest  mistake  in  the  spelling  of  a  single 
name  would  at  that  time  have  vitiated  any  proceeding.  This 
bank  was  the  largest  common  law  partnership  which  has  existed 
in  England  ;  and  all  the  London  joint  stock  banks  which  were 
formed  before  the  Act,  Statute  1844,  c.  113,  are  nothing  but 
common  law  partnerships.  The  excessive  inconvenience  atten- 
ding this  state  of  things,  led  to  a  bill  being  brought  into 
Parliament  to  enable  the  London  and  Westminster  Bank  to 
sue  and  be  sued  in  the  name  of  its  chairman.  This  was 
warmly  opposed  by  the  Bank  of  England,  and  by  Lord 
Althorp.  Nothing  could  be  more  paltry  than  the  reasons 
alleged  by  him  in  opposition  to  it,  but  he  was  beaten  by  a 
majority  of  141  to  35.  The  Government,  however,  had  in- 
fluence enough  to  have  the  bill  thrown  out  in  the  Lords.  The 
Bank  being  thus  defeated,  adopted  the  plan  of  making  all  con- 
tracts through  the  medium  of  trustees,  and  all  the  London  joint 
stock  banks  had  to  adopt  this  plan,  till  the  Joint  Stock  Banking 
Act  of  1844.  The  other  banks  formed  on  a  similar  plan  to  the 
London  and  Westminster  are,  the  London  Joint  Stock  Bank, 
founded  in  18:36;  the  Union  Bank,  in  1839;  the  London  and 
County  Bank,  in  1839;  and  the  Commercial  Bank,  in  1840, 
which  afterwards  wound  up  its  business. 

8.  When  the  London  and  Westminster  Bank  was  founded,  it 
applied  to  have  a  drawing  account  at  the  Bank  of  England,  and 
to  be  admitted  to  the  Clearing  House,  and  both  requests  were 

refused. 

9.  A  question,  however,  of  very  much  greater  importance 
soon  arose.  It  was  a  settled  question,  that  no  partnership  or 
corporation  consisting  of  more  than  six  persons  could  accept 
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bills,  at  any  less  date  than  six:  months,  no  matter  whether  they 
were  a  banking  partnership  or  any  other.  It  was  clear,  therefore, 
that  the  hank  could  not  itself  directly  accept  hills.  But  it  did 
not  appear  that  the  words  of  the  Act  prohibited  trustees 
accepting  bills  for  a  less  date,  on  behalf  of  the  company.  Nor, 
if  trustees  could  accept,  was  then-  anything  to  prevent  them 
accepting  by  procuration.  Consequently,  there  appeared  to  be 
this  method  open,  of  circumventing  the  monopoly  of  the  Bank 
of  England.  On  the  21st  of  February,  1835,  the  Bank  of  St. 
Albans  drew  a  bill  for  £25  upon  the  London  and  Westminster 
Bank,  payable  21  days  after  date;  which,  on  the  23rd,  was 
presented  for  acceptance  at  the  London  and  Westminster  Bank, 
and  was  accepted  in  the  following  form : — 

Accepted, 
At  36,  Thropmorton-st.,  per  procuration  of 
the  trustees  of  the  London  and  Westminster  Bank. 

J.  W.  GILBART,  Manager. 

10.  The  Bank  of  England  moved  for  an  injunction  to  restrain 
the  Bank  from  accepting  bills  in  this  form,  and,  the  case  having 
been  argued,  the  Court  of  Common  Pleas  held  that  it  was  an 
infraction  of  the  Bank  Charter  Act  of  1833,  and  the  other  Acts 
then  in  force  respecting  the  Bank  of  England.  Accordingly,  the 
Master  of  the  Rolls  granted  an  injunction,  restraining  them  from 
accepting  bills  at  less  than  six  months'  date.  The  only  result 
was,  that  the  Bank  paid  the  bills  drawn  upon  it,  without  accept- 
ance. The  London  and  Westminster  Bank  being  defeated  in 
this  manner,  the  London  Joint  Stock  entered  the  lists  against 
the  Bank  of  England  in  another  form.  It  agreed  with  a  hunk 
in  Canada,  thai  the  latter  might  draw  upon  Mr.  George  Pollard, 
who  might  accept  in  his  own  name,  and  the  London  Bank 
agreed  to  find  the  funds  to  meet  Mr.  Pollard's  acceptances,  and 
such  transactions  were  to  be  matters  of  account  between  the  two 
banks.  Mr.  Pollard  was  not  a  shareholder  in  the  London  Bank; 
but  he  was  their  manager,  and  the  transaction  was  substantially 
an  acceptance  by  the  bank.  The  House  of  Lords,  however, 
declared  this  ingenious  device  to  he  illegal,  a-  it  was  merely  doing 
indirectly,  whai  they  were  forbidden  to  do  directly.  Thus  ended 
the  attempts  of  the  London  joint  stock  banks  to  free  themsrh  es 
from  this  monstrous  oppression,  from  which  they  were  not 
relieved  till  the  Act  of  1844. 

11.  It  was  always  held  at  common  law,  lint  a  man  could  not 
sue  himself.  Consequently,  if  the  same  individual  was  member 
of  two  partnerships,  they  could  not  go  to  law  againsl  each 
other.  The  consequence  of  this  was,  that  no  partnership  could 
sue  one  of  its  members,  or  vice  versd,  and  if  the  same  person 
had  shares  in  two  dilleivnt  banks,  they  could  not  have  sued  each 
other  for  any  demands,  or  debts.     The  Statute  L838,  <-.  '."'>,  was 
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passed  to  remedy  this  anomalous  state  of  matters  ;  it  enacted 
that  a  banking  company  might  sue,  or  be  sued,  by  any  of  its 
members,  exactly  as  if  they  were  separate  individuals ;  and  by 
the  Statute  1840,  c.  Ill,  this  was  extended  to  criminal  cases,  so 
that  if  a  member  of  such  a  banking  partnership  steals  or 
embezzles  any  property  belonging  to  it,  of  any  description,  or 
shall  commit  any  offence  against  it,  he  may  be  indicted,  and 
convicted  exactly  as  if  he  were  a  stranger. 

12.  It  being  unlawful  for  spiritual  persons  to  engage  in  any 
trading  concerns,  and  such  partnerships  of  which  any  of  its 
members  were  spiritual  persons,  being  held  to  be  void  and  illegal, 
it  was  suddenly  found  that  most  of  the  banking  companies  in 
England  were  illegal,  and  all  their  contracts  void,  because  some 
of  their  shareholders  were  clergymen.  The  Act,  Statute  1841, 
c.  14,  was  passed  to  remedy  this,  and  declared  that  such  partner- 
ships should  not  be  illegal  and  void;  and  that  their  contracts 
should  not  be  illegal  and  void,  although  some  of  their  shareholders 
were  clergymen. 

13.  When  the  impediments  to  the  formation  of  joint  stock 
banks  beyond  sixty  dive  miles  from  London  were  removed  in  1826, 
they  were  left  perfectly  free  as  to  the  provisions  of  their  deeds 
of  constitution,  their  nominal  and  their  paid-up  capital,  and  all  the 
details  of  management,  nor  were  they  obliged  to  publish  any 
accounts.  The  public,  consequently,  were  perfectly  in  the  dark 
as  to  the  magnitude  and  position  of  the  bank,  because  they 
might  advertise  that  their  nominal  capital  was  £1,000,000, 
divided  into  any  number  of  shares.  But  no  one  had  any  means 
of  knowing  how  many  of  the  shares  were  taken  and  paid 
upon.  Consequently,  although  the  capital  of  the  bank  might  be 
advertised  in  the  papers  as  £1,000,000,  no  one  could  tell  whether 
it  had  bond  fide  £500  paid  up. 

14.  The  first  few  joint  stock  banks  having  been  apparently  suc- 
cessful, naturally  turned  speculation  into  that  channel.  Numbers 
of  new  banks  were  started  in  all  parts  of  the  country,  and  many 
private  bankers,  fearing  that  the  competition  would  be  too 
powerful  for  them,  united  and  formed  themselves  into  joint  stock 
banks.  The  rapid  growth  of  these  establishments  led  to  much 
mismanagement, ami  many  disasters,  as  might  have  been  expected 
and  Committees  of  the  House  of  Commons  were  appointed  to 
inquire  into  the  subject  in  1836-7  and  1840-1. 

15.  The  great  abuses  which  were  revealed  in  the  course  of 
these  inquiries  determined  Sir  Robert  Peel,  who  was  supposed 
to  be  the  minister  who  par  excellence  understood  banking,  to 
bring  in  a  bill  to  regulate  the  future  constitution  of  these  estab- 
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lishments.  An  Act,  containing  many  elaborate  provisions  for 
this  purpose,  was  accordingly  passed,  Statute  1844,  c.  113. 
Fully  admitting  the  enormous  evils  which  this  Act  was 
intended  to  remedy,  we  will  only  say  that  a  more  unfortunate 
specimen  of  legislation,  or  one  more  entirely  unsuitable  to  the 
nature  of  the  business  it  related  to,  h:is  not  emanated  from 
Parliament  in  recent  times  ;  and,  being  found  to  he  an  unmitigated 
nuisance,  without  any  counterbalancing  advantages,  it  was 
wholly  repealed  in  1857. 

16.  We  have  already  said  that  Sir  Robert  Peel's  Joint  Stock 
Banking  Act,  Statute  1844,  c.  113,  was  found  to  be  wholly 
unsuitable  for  the  purposes  it  was  intended,  and  totally  repealed. 
This  was  done  by  the  Act,  Statute  1S57,  c.  49.  The  principal 
provisions  of  this  Act  are  as  follows: — 

I.  Every  company  formed  under  the  Acts,  Statute  1844,  c.  113, 
or  the  Statute  1845,  c.  75,  were  to  register  themselves  before 
the  1st  January,  1858,  under  the  said  Act,  under  severe  penalties. 

II.  Any  banking  company,  consisting  of  seven  or  more  persons, 
having  a  capital  of  a  fixed  amount,  divided  into  shares  also  of  a 
fixed  amount,  and  legally  carrying  on  the  business  of  banking 
before  the  passing  of  the  Act,  may  register  itself  under  this  Act, 
and  then  all  provisions  of  any  Act,  letters  patent,  or  deed  of 
settlement  constituting  or  regulating  the  company,  as  are  incon- 
sistent with  the  Joint  Stock  Companies'  Acts,  1856, 1857,  or  with 
the  said  Act,  are  thereby  repealed  in  regard  to  that  Company. 

III.  The  above  Banking  Acts  were  then  repealed  as  to  any 
future  companies,  and  as  to  existing  companies,  as  soon  as  they 
were  registered  under  this  Act. 

IV.  Seven,  or  more,  persons  might  register  themselves  as  a 
company,  other  than  a  limited  company,  under  this  Act,  pro- 
vided the  shares  into  which  the  capital  of  the  company  is 
divided  are  not  less  than  £100  each. 

V.  The  number  of  partners  permitted  in  a  private  bank  is 
extended  to  ten. 

17.  The  question  of  admitting  the  principle  of  limited  liability 
into  commercial  partnerships  in  this  country  has  long  been 
debated  with  much  acrimony.  The  old  theory  of  the  law  was 
expressed  by  Lord  Eldon,  who  said  that  a  man  who  entered  into 
a  commercial  partnership,  rendered  himself  liable  "to  his  last 
shilling  and  his  last  acre"  for  the  debts  of  the  company.  And 
this,  no  doubt,  was  true,  as  far  as  regards  ordinary  private  part- 
nerships.     Bui    many    great    companies    had     been     formed    and 

incorporated,  in  which  the  privi I ege  of  limited  liability  was 
specially  conferred  upon  them.  A  principle  may  be  good  when 
applied  to  ordinary  traders,  who  are  supposed  all  to  take  an 
active    part    in    the  business,  and  to   be  each    and   all    parties  to 
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every  transaction.  But  in  the  case  of  great  companies  it  is 
rather  different.  In  them  the  great  majority  of  the  partners  are 
specially  debarred  from  all  knowledge  of  the  real  nature  of  the 
transactions,  which  are  expressly  left  in  the  hands  of  a  small 
committee.  Now,  as  there  are  many  great  objects  in  commerce 
which  can  only  be  carried  by  means  of  a  great  company,  and  it 
was  obviously  desirable  that  they  should  be  carried  out,  it  has 
long  been  the  practice  in  granting  Acts  to  these  companies  to 
limit  the  liability  of  the  shareholders.  This  -Was  done  in  the 
case  of  the  Bank  of  England  itself;  in  railway  and  other  com- 
panies, also,  almost  universally,  in  the  charters  granted  to 
Colonial  banks.  But  for  a  very  long  time  the  application  of  this 
principle  to  private  partnerships  in  England  was  vehemently 
resisted.  However,  this  resistance  was  overcome  in  1855, 
and  in  that  year  an  Act  was  passed,  Statute  1855,  c.  133,  to 
permit  the  formation  of  joint  stock  companies  with  limited 
liability.  HowTever,  although  the  principle  was  conceded  as 
to  other  companies,  joint  stock  banks  were  still  most  jealously 
excluded,  on  account  of  some  unintelligible  distinction  between 
their  trading  and  other  trading.  In  the  joint  stock  banking  Act, 
of  1857,  this  exclusion  was  still  strictly  maintained.  But  the 
terrible  examples  of  the  failures  of  joint  stock  banks  in  1857,  at 
last  compelled  the  Legislature  to  yield,  and,  in  1858,  an  Act  was 
passed  to  extend  limited  liability  to  banks. 

The  chief  provisions  of  this  Act,  Statute  1858,  c.  91,  are  : — 

I.  So  much  of  the  last  mentioned  Statute  of  1857,  as  prevented 
banks  being  formed  on  the  principle  of  limited  liability,  was  re- 
pealed. 

II.  All  banks  which  issue  promissory  notes  are  subject  to 
unlimited  liability,  as  far  as  regards  their  notes,  for  which  they 
are  to  be  liable,  in  addition  to  the  sum  for  which  they  are  to  be 
liable  to  the  general  creditors. 

III.  Every  existing  banking  Company,  may  register  itself 
under  this  Act,  upon  giving  thirty  days'  notice,  to  each  and  all 
of  its  customers.  Any  customer  to  whom  it  may  fail  to  send 
notice  retaining  his  full  rights  as  before. 

IV.  All  companies  formed,  or  registering  themselves,  under 
this  Act,  must  on  the  1st  Febuary  and  1st  August,  in  each  year, 
post  up  in  a  conspicuous  place  in  its  head  office,  and  each  branch, 
a  statement  of  its  liabilities  and  assets,  made  up  in  a  form  pre- 
scribed by  the  Act. 

18.  When,  in  the  course  of  less  than  thirty-five  years,  men 
had  seen  the  whole  of  England  shaken,  from  end  to  end,  by 
those  tremendous  banking  catastrophes,  which  seemed  to  be  of 
periodical  recurrence,  they  turned  to  the  example  of  a  country, 
where,  though  there  had  been  commercial  difficulties,  there 
never  had  been  any  banking  disasters  at  all  comparable  to  those 
of  England.     Many  private  bankers,  it  is  true,  had  failed,  but, 
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except  the  Ayr  Bank,  up  to  1826,  no  joint  stock  bank  in  Scotland 
had  failed.  A  very  strong  and  general  demand  therefore  arose 
for  the  Scotch  system,  many  nun  thinking,  that  because  the 
Scotch  banks  were  joint  stock  banks,  that,  therefore,  joint  stock 
banking  was  all  that  was  requisite  to  attain  security.  When, 
therefore,  the  monopoly  of  the  Bank  was  to  a  certain  extent 
broken  up  in  1826,  they  expected  to  enjoy  similar  prosperity 
and  safety  to  what  Scotland  had  done,  and  when,  after  an  expe- 
rience of  fourteen  years,  they  found  that  the  joint  stock  banks 
were  scarcely  more  secure  and  equally  ill-managed  as  the  private 
banks,  great  and  bitter  disappointment  ensued,  and  joint  stock 
banking  became  a  bye  word  of  reproach. 

But  in  truth  the  causes  of  this  are  very  evident.  In  Scotland 
the  growth  of  banking  had  been  extremely  gradual.  The  first 
joint  stock  bank  was  founded  in  1695,  the  second  in  1727,  the 
next  in  1747,  and,  except  a  few  country  ones,  no  new  one  of  any 
magnitude  was  founded  till  1810.  The  consequence  was  that 
they  gradually  expanded  with  the  increasing  wrealth  of  the 
country.  They  grew  with  its  growth.  Moreover,  they  corres- 
pondingly increased  their  capital.  They  acquired  great  expe- 
perience,  after  committing  many  errors,  which  brought  them  to 
the  brink  of  destruction.  When  the  country  required  additional 
accommodation,  it  was  done  chiefly  by  throwing  out  branches 
from  the  parent  establishments  in  the  metropolis,  so  that  they 
had  all  the  experience  and  effective  control  of  the  superior 
officers.  At  present,  there  are  but  twelve  distinct  establishments 
in  the  country,  but  these  have  681  branches  extending  into 
every  village  in  the  kingdom,  so  that  banking  accommodation  is 
ample  and  abundant.  But  these  are  all  independent  institutions, 
depending  upon  their  own  wealth  and  resources,  and  except, 
perhaps,  in  the  case  of  a  sudden  run*  upon  one  of  them,  never 
seeking  assistance  from  each  other.  To  suppose  that  the  English 
system  of  joint  stock  banking  bore  any  similarity  to  this  would 
be  a  most  egregious  fallacy,  and  it  was  this  difference  chiefly 
which  led  to  those  disastrous  consequences  which  so  completely 
falsified  the  expectations  which  were  formed  on  (he  introduction 
of  joint  stock  banking  into  this  country. 

19.  There  are,  in  truth,  laws  of  nature  in  the  industrial  world, 
as  well  as  in  the  moral  and  physical  world  ;  and  a  systematic 
attempt  to  violate  these  terminates  in  disaster,  as  surely  and  as 
certainly  as  a  systematic  disregard  of  the  laws  of  nature  in  the 
physical    World.      It  may  he  a  long   time    before    the    mischief  is 

developed,  nay,  for  a  considerable  time,  the  results  may  appear 
to  be  beneficial,  but  in  the  long  run  the  faulty  principle  is  sure 
to  produce  its  fruits — 

"  Raro  antecedentem  scelestum, 
Deseruit  pede  poena  claudo." 
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Now,  the  great  law  of  nature  in  the  industrial  world  is  Free 
Trade.  There  is  nothing  more  certain  in  all  the  range  of 
science,  than  that  exclusive  privileges  in  commerce  are  great 
violations  of  natural  right.  Trading  monopolies  arc;  moral 
dimes.  When  Parliament  sold  to  the  Bank  of  England  the 
exclusive  monopoly  of  banking,  it  sold  what  it  had  no  right 
to  sell.  It  had  no  more  right  to  sell  to  one  body  of  persons 
the  right  of  carrying  on  the  business  of  banking  than  it  had  to 
sell  a  monopoly  of  the  business  of  bookselling,  or  leather  dress- 
ing, or  any  other  trade  whatever.  This  monopoly  was  as 
unjust  and  as  pernicious  as  any  of  those  which  the  Commons 
of  Elizabeth  and  James  I.  had  rebelled  against.  For  a  consider- 
able period  everything  seemed  to  go  well.  The  Bank  of 
England  rendered  unquestionable  services  to  the  State — so 
might  any  other  trading  corporation  in  its  line — and  any  other 
corporation  might  have  done  the  same,  if  they  had  been  per- 
mitted. But,  nevertheless,  the  principle  of  the  monopoly  was 
utterly  vicious;  and  Time,  the  avenger,  brought  retribution 
at  last.  Injustice  slumbers  long,  but  it  is  sure  to  have  its 
revenge  at  last.  When,  in  the  natural  course  of  events,  the  com- 
merce and  wealth,  and  increasing  spirit  of  enterprise,  demanded 
an  increased  currency,  and,  save  for  this  monopoly,  powerful  and 
wealthy  companies  would  have  been  formed  in  the  metropolis 
with  ramifications  all  over  the  coimtry,  these  unjustifiable  pri- 
vileges of  the  Bank  prevented  them.  The  Bank  would  neither 
supply  this  currency  itself,  nor  permit  any  other  powerful  com- 
pany to  do  so.  The  consequence  was  that  the  duty  of  supplying 
the  necessary  currency  fell  into  the  hands  of  any  grocer,  or  tailor, 
or  cheesemonger  who  chose  to  call  himself  a  banker.  Their 
power  was  unlimited.  Then  came  1793  ;  then  1*797  ;  then  the 
long  scries  of  disasters  from  1810  to  1816  ;  and  then  1825. 

When  these  terrible  lessons  effected  a  breach  in  the  monopoly 
of  the  Bank,  it  was  only  a  partial  one,  a  large  portion  still  remained 
and  exercised  its  deadly  influence.  When  the  new  joint  stock 
banks  were  formed  they  were  merely  local  banks,  all  as  depen- 
dent on  the  Bank  of  England  as  the  private  banks  had  been. 
The  Bank  maintained  its  exclusive  privileges  within  sixty-five 
miles  of  the  metropolis  ;  and  this  was  the  inherent  vice  of  the 
English  system  of  joint  stock  banking.  Instead  of  being  inde- 
pendent banks,  strong  in  their  own  resources,  and  able  of  their 
own  strength  to  withstand  a  shock,  they  were  carried  on  upon 
the  most  dangerous  principle  of  rediscounting  the  bills  they 
bought,  as  indeed  they  could  not  help  doing ;  thus  their  very 
existence  depended  upon  the  Bank  of  England  and  the  London 
bill  brokers. 

20.  To  suppose  that  this  in  any  way  resembled  the  Scotch 
system  would  be  a  gross  fallacy  ;  the  English  banks  were  for- 
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bidden  to  have  establishments  in  the  metropolis,  which,  of  all 

others,  is  the  best  feature  in  the  Scotch  system.  We  have  already 
pointed  out  that  capital  has  a  tendency  to  accumulate  in  certain 
districts  of  the  country,  where  there  is  not  sufficient  demand  for 
it,  and  in  others  there  is  a  greater  demand  for  it  than  the  district 
supplies.  Now,  in  the  English  system,  the  bankers  in  the  former 
part  of  the  country  remit  money  to  London  to  be  held  in  deposit 
for  them,  and  in  the  latter  the  bankers  remit  their  bills  to  be 
rediscounted,  and  have  the  money  remitted.  Now,  this  legitimate 
operation,  which  is  all  done  by  one  establishment  in  Scot  land, 
requires  three  distinct  and  independent  establishments  to  do  it 
in  England,  and  has  given  rise  to  that  system  of  rediscounting 
which  is  so  perilous  and  so  objectionable.  But  it  is  the  natural 
result  of  the  monopoly  of  the  Bank.  Because,  if  it  had  not  been 
for  that,  these  three  establishments  would  all  have  been  under 
one  control  and  management;  under  the  present  system  they 
are  three  different  and  frequently  conflicting  interests. 

And  this  great  violation  of  natural  justice  manifested  its  evil 
consequences  in  many  other  striking  ways.  No  man  of  common 
sense  now  disputes  the  great  principles  laid  down  by  the  Irish 
Committee  of  1804,  the  Bullion  Report  of  1810,  and  the  authors 
of  the  Act  of  1819,  that  the  paper  currency  must  be  governed 
by  the  exchanges.  But  long  after  the  directors  of  the  Bank  of 
England  had  learnt  this  principle,  and  professed  to  govern  her 
issues  by  the  exchanges,  they  complained  loudly  and  justly 
that  their  efforts  to  contract  their  own  issues  in  an  adverse  ex- 
change were  counteracted  by  the  issues  of  the  country  banks, 
and  that  as  soon  as  they  withdrew  their  paper,  the  vacuum  was 
immediately  filled  up  by  country  issues.  The  reason  is  very 
manifest.  The  Bank  of  England,  being  situated  at  the  heart  of 
the  exchanges,  felt  the  danger,  and  saw  the  necessity  of  contract- 
ing her  issues;  the  country  banks,  being  situated  at  a  distance, 
knew  and  cared  nothing  about  the  exchanges  ;  nay,  they  con- 
tinually professed  that  their  issues  had  nothing  to  do  with  the 
exchanges,  and  naturally,  whenever  they  saw  an  opening,  issued 
their  paper. 

Now,  if  it  had  not  been  for  this  iniquitous  monopoly  of  the 
Bank,  what  would  probably  have  been  the  condition  of  English 
Bankingal  the  present  day  ?  There  would  have  probably  been 
thirty  or  forty  great  hanks  in  the  metropolis,  each  as  great  as 
the  present  Bank  of  England,  with  ramifications  and  branches 
all  over  the  country.  It  would,  in  fact,  have  been  the  Scotch 
system  on  a  much  larger  scale— one  commensurate  with  the 
greater  magnitude  of  the  country.  It  would  have  been  one 
great  monetary  nervous  system.  If  this  had  been  the  case,  they 
would  have  been  acted  upon  immediately  by  the  exchanges. 
London,  being  the  centre  of  the  exchanges,  any  drain  of  gold 
would  have  caused  immediate  measures  of  counteraction,  which 
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would  have  been  propagated  and  enforced,  by  the  parent  estab- 
lishment- all  over  the  country.  The  tremor  of  the  exchanges 
would  have  been  instantly  felt  in  every  village  in  the  kingdom. 
Thus,  under  a  natural  system,  any  effect  in  London  would  have 
vibrated  through  all  England,  and  no  country  banks  could  possibly 
have  acted  in  opposition  to  the  ones  in  London.  And  this  is  the 
result  to  which  the  banking  system  of  the  country  is  slowly 
gravitating,  and  which  it  will  ultimately  assume.  And  if  this, 
which  is  the  natural  system,  had  been  allowed  to  grow  up  from 
the  beginning,  we  believe  that  those  great  banking  catastrophes, 
never  would  have  occurred.  If  any  crisis  had  occurred,  they 
would  have  stood  by  and  assisted  one  another,  but,  when  any 
shock  did  occur  under  the  unfortunate  system  which  has  prevailed, 
the  country  banks  have  all  depended  on  the  Bank  of  England  for 
their  very  existence. 

21.  It  is  a  melancholy  reflection  that  these  great  changes 
cannot  take  place  without  producing  much  injury  to  private 
individuals.  The  very  obnoxious  law  itself  gave  birth  to  the 
business  of  a  number  of  persons,  which  the  removal  of  the 
shackles  of  monopoly  must  necessarily  extinguish.  In  1832,  the 
banking  witnesses  felt  that  the  establishment  of  joint  stock 
banks  would  be  fatal  to  the  existence  of  many  of  the  private 
bankers,  and  some  went  so  far  as  to  wish  to  prohibit  them  on 
that  account.  Since  these  34  years  have  passed,  we  have  under- 
gone a  mighty  revolution  of  opinion  in  commercial  matters. 
The  ideas  of  that  age  are  now  as  antiquated  and  obsolete  as 
those  of  the  men  before  the  flood.  Then,  the  general  public 
was  supposed  to  be  made  for  the  benefit  of  each  separate  mo- 
nopoly, and  interest,  and  class.  But  now  all  that  is  changed.  It 
was  akin  to  the  great  Ricardian  heresy,  that  cost  of  production 
regulates  value.  Every  interest  which  had  bestowed  labour  and 
expense  in  making  productions,  was  allowed  to  hold  the  public 
in  thraldom.  The  value  of  the  law  appeared  to  be  measured  by 
the  quantity  of  labour  bestowed  in  mastering  its  disgusting 
intricacies  and  technicalities.  Obstinate  pedants  maintained  it 
gravely  as  a  valid  argument  for  upholding  all  the  old  abuses  of 
the  law,  that  great  and  eminent  men  had  bestowed  so  much 
labour  and  unhappy  diligence  in  accumulating  so  much  legal 
lore.  What,  said  they,  is  the  fruit  of  so  much  ingenuity  to  be 
thrown  away?  In  fact,  they  determined  upon  loading  the  public 
with  all  sorts  of  oppression,  for  the  sake  of  preserving  a  fictitious 
value  to  so  much  misdirected  industry. 

22.  But  all  these  ideas  are  now  past  and  gone.  They  were 
congenial  to  times  when  education  was  narrowed  to  a  small  and 
select  circle,  and  the  general  public  was  in  a  state  of  helpless 
and  inert  ignorance.     But  they  have  all  been  swept  away,  before 
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the  advancing  tide  of  public  intelligence.  It  is  now  well  settled 
that  the  community  in  general,  is  not  made  for  the  benefit  of 
agriculturists,  or  manufacturers,  or  lawyers,  or  bankers,  or 
any  set  of  men  whatever,  but  they  are  for  the  benefit  of 
the  country.  It  is  the  wants  of  the  community  which  must 
give  rise  to  the  value  of  their  occupations;  and  all  who  engage 
in  them,  must  regard  them  as  purely  commercial  speculations. 
The  wants  and  requirements  of  all,  are  not  to  be  restricted  or 
moulded  by  legislation  to  be  subservient  to  the  advantage's  of  a 
few,  but  the  interests  of  particular  classes  must  be  subordinate 
to  the  necessities  of  all. 

23.  We  have  carefully  and  purposely  abstained  throughout  this 
work  from  making  any  invidious  comparison  between  the 
merits  of  private  and  joint  stock  banking.  All  we  say  is,  let 
each  of  them  have  full  and  fair  play,  and  let  the  public  generally 
choose  which  they  think  most  suitable  for  their  purpose.  Some 
will  prefer  one,  and  some  the  other.  Each  then  will  find  its 
own  level;  and  the  public  wants  will  maintain  in  existence  a 
sufficient  supply  of  each.  But  it  is  impossible  to  be  blind  to 
facts.  It  is  impossible  not  to  see  that  the  days  of  the  private 
bankers,  generally,  in  England,  are  numbered.  A  few  of  the 
most  eminent  may  long  continue  to  flourish ;  houses  which  are 
an  honor  to  commerce,  and  present  all  the  security  and  power  of 
any  joint  stock  bank.  But  it  is  impossible  not  to  see  that  the 
force  of  nature  is  against  them.  The  connections  of  the  joint 
stock  banks  are  so  numerous,  and  ramified  through  all  ranks  of 
society,  that  inevitable  decay  awaits  the  great  bulk  of  private 
banks.  They  will  maintain  their  hereditary  and  long-established 
connections  for  some  time  to  come,  but  most  of  the  new  business 
will  go  to  the  joint  stock  banks.  Every  case  of  failure  and  mis- 
management of  a  private  banker  will  tend  to  shake  the  credit  of 
the  majority  of  the  remainder.  But  no  failure  of  a  joint  stock 
hank  can  destroy  the  system,  because,  however  much  the  share- 
holders may  suffer,  the  customers  and  depositors  will  seldom 
suffer. 

24.  We  have  now  brought  this  work  to  a  conclusion.  In  the 
course  of  it  we  have  had  to  differ  from  many  persons  who  are 
considered  as  authorities  on  the  subject.  But  if  we  had  not 
perceived  what  we  felt  to  he  great  errors   in   their  writings  there 

would  have  been  no  need  of  attempting  it.  But  we  have  not 
gone  beyond  that  freedom  of  discussion  which  is  the  very  Life- 
blood  of  know  ledge.  The  same  evil  which  infected  the  progress 
of  every  other  branch  of  philosophy,  injuriously  affects  this 
subject  at  the  present  day — running  after  authorities, — quoting 
authorities  on  one  side  or  the  other,  without  ever  investigating 
or   reflecting    whether   what    these   so-called   authorities   say  is 
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true,  in  many  cases  without  sufficient  knowledge  of  the  subject 
to  decide.  In  matters  of  taste,  authorities  are  much — in 
matters  of  science  authorities  are  nothing.  We  acknowledge 
no  authority.  "We  have  great  respect  for  the  industry,  and 
ability,  and  sagacity  which  have  won  so  honorable  a  name 
for  Adam  Smith,  and  succeeding  writers.  But  we  refuse  to  be 
bound  by  Adam  Smith,  or  by  what  any  one  says,  unless  we  are 
satisfied  that  what  they  say  is  true.  We  have  not  been  deterred 
from  exercising  the  same  free  and  boundless  right  of  examining 
and  discussing  every  opinion  and  doctrine  put  forth  by  them, 
exactly  as  all  the  greatest  philosophers  do  with  regard  to 
Newton.  They  examine,  discuss,  and  reject,  whatever  is  unsound 
in  Newton  with  unlimited  freedom.  They  only  accept  what 
they  know  and  feel  to  be  irresistibly  true,  according  to  an  ac- 
knowledged standard  of  truth.  They  do  not  receive  it  because 
Newton  says  it,  but  because  it  is  true.  We  do  the  same.  We 
have  endeavoured  rigidly  to  adhere  to  the  same  method.  They 
deduce  their  general  rules  from  the  accurate  examination  and 
description  of  experiments ;  we  endeavour  to  deduce  general 
rules  from  an  accurate  observation  and  description  of  monetary 
phenomena,  and  we  appeal  to  the  same  great  general  principles  of 
reasoning  that  they  do.  It  is  the  Baconian  method  ;  the  only 
method  of  discovering  and  erecting  a  solid  edifice  of  science. 
Except  in  those  abstruse  mysteries  of  nature  which  far  transcend 
the  limits  of  the  capacity  of  the  great  majority  of  mankind  to 
discover,  or  even  to  comprehend,  there  is  no  nobler  field  open  at 
the  present  day  for  the  extension  of  scientific  research  than  Po- 
litical Economy.  But  it  must  be  done  in  the  rigid  method  of 
the  Baconian  system ;  no  other  can  lead  to  solid  and  durable 
success.  The  army  of  Bacon  has  gone  forth  conquering  and  to 
conquer,  and  must  never  pause  in  its  victorious  career,  until 
universal  science  is  brought  under  the  dominion  of  the  Monarch 
of  Philosophy. 


THE  END. 
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